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NATIONAL RAILROAD POLICY: WHICH WAY IS UP?

TUESDAY, JUNE 27, 1978

Congress OF THE UNITED STATES,
SuscomMITTEE 0N EconNoMic GROWTH AND
STABILIZATION OF THE JOINT EcoNomic COMMITTEE,
Washington, D.C.

. The subcommittee met, pursuant to notice, at 9:10 a.m., in room 305,

Federal Plaza, New York, N.Y., Hon. George McGovern (member of
the subcommittee) presiding.

Present : Senator McGovern.

Also present: Philip McMartin, Brett Fromson, and M. Catherine
Miller, professional staff members; and Robin Carpenter, member,
Senator McGovern’s staff.

Senator McGovern. I think we can proceed with today’s hearin
under the auspices of the Subcommittee on Economic Growth an
Stabilization of the Joint Economic Committee. We have scheduled
four witnesses today ; the Honorable Toby Moffett, a U.S. Representa-
tive in Congress from Connecticut; Mr. Al Chesser, from the United
Transportation Union; Mr. Edward Jordan, chairman, Consolidated
Rail Corp.; Mr. Robert Reebie, chairman, Reebie Associates, Green-
wich, Conn., and a fifth witness, who isa tentative witness, Mr. Norton
Simon, chairman,-California Transportation Commission.

I regret that Mr. Simon, who had indicated to us all along that his
duties in transportation in California, particularly in light of Proposi-
tion 13, might prevent him from being with us, cannot be with us
today. I have a copy of his statement, which T will ask to have made
part of the record. It is a thoughtful and penetrating kind of statement
that we expect from Mr. Simon, who perhaps as much as any other

rivate citizen in this country has attempted to probe very deeply
into the complexities of the rail problem.

[The statement of Mr. Simon follows:]

STATEMENT OF NORTON SIMON, CHAIRMAN, CALIFORNIA TRANSPORTATION
CoOMMISSION

Senator, you requested my views on what should be done about America’s
railroads. I favor legislation to discourage railroads being mixed in holding com-
panies or owning other properties not related to transportation. These involve-
ments are a great handicap to proper and economical utilization of the trans-
portation facilities that exist. Giving the Securities and Exchange Commission
authority over all marketing or railroad securities and financial reporting, and
eliminating any remaining involvement of the ICC in this area. Ultimately and
most importantly establishing a single national railroad corporation, publicly
owned by shareholders, integrated for efficiency and able to compete in the capi-
tal market.

1)
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The situation in the railroad industry was appalling even before the last rash
of bankruptcies brought the matter to Congress’ attention. The establishment of
ConRail and Amtrak have simply accelerated the drain on the public treasury.
At the time the issue was under active consideration, I met with some forty
Senators, and the general consensus, if I am not mistaken, was the need tor pas-
sage of a bill appropriating funds, about 1 million dollars, for an immediate study
of the problems innherent in the current situation, and in setting up a national
railroad corporation patterned, with some similarity, on the American Telephone
Company—a single efficient, national network, publicly owned. Politics in the
Interstate Commerce Commission killed that attempt. Later, with the help of
Congressman Moss, there was an attempt to pass legislation advocated by the
SEC to take away the exemption that the railroads enjoyed from portions of the
Securities regulations that guaranteed proper public disclosure. The display of
politics between the Interstate Commerce Commission, Senator Hartke and the
lobbyists of some of the railroads and others was inexcusable.

Now, in the very few years since that time, the U.S. Government has become
involved and has literally wasted several billion dollars with all kinds of “freak,”
hidden, and inadequate (while still excessive) subsidies and special arrange-
ments—because of a lack of an in-depth study of the issue. At this time I would
estimate that a reasonable study could be made for a sum of not more than 5
million dollars. It should be undertaken immediately by proper people who have
no financial or other interests, either direct or indirect, in the outcome.

It doesn’t require a railroad expert to know that we are seeing more wrecks
than ever, all over the country these days. The wrecks are because of bad track
conditions, bad equipment conditions, and poor regulation by ICC and other
agencies. Well meaning attempts to put “bandaid” reliefs in place have cost
hundreds of millions of dollars while solving nothing and often actually aggra-
vating the condition. Waste in railroads translates directly into deferred main-
tenance, and this, in turn, translates into wrecks. Much of the waste is occasioned
by the interchange duplication of equipment and facilities between railroads,
separate accounting division of rates, division law cases, bad routing, and the
enormous amount of management effort applied to outside businesses owned by
railroads. There is a natural temptation to build the other businesses at the ex-
pense of the railroads when the railroads, themselves, are losing ground and
money—all of these areas represent waste. It is truly a national shame to have
tracks in excellent condition on some railroads, such as the Santa Fe and the
Union Pacific, only to have the equipment of these same roads battered up, slowed
down, and destroyed by wrecks on the less-than-adequate tracks of bankrupt
and near bankrupt roads which are, like it or not, part of a national system.
Ultimately and logically we will come to a single national railroad system in
this country—the only question is whether it will be a publicly owned corpora-
tion like ATT, whose results are freely evaluated in the market place, or a gov-
ernment-owned corporation, like the Post Office.

A national railroad, publicly owned by stockholders, can be achieved—and
probably without as much problems as one might think. Many railroad companies
would be very glad to shed their railroads and go on with their other businesses.
No doubt some would prefer staying with railroads and some would have to be
brought-to-terms in the best interest of the country. But there is no doubt that
some formula can be worked out that would create less subsidy for the railroads,
possible improvement in some passenger transportation, and much greater and
less costly usage of freight facilities. It is likely that considerable financial
strength for the corporation could be provided from the disposition of land grant
properties which were given to railroads, originally, to support railroad develop-
ment. It is time for these properties, vast acreages of which are languishing under
inattentive management, to be used for the purpose Congress intended. While
many railroads would complain bitterly about the disposition of these lands, it
is common practice for these same railroads to literally give away millions each
year in property to customers, banks, friends and the like through their so called
“Industrial Development Departments.” These giveaways are direct violations
of the Elkins Act, and existing federal law which is rarely enforced.

To expect in any brief testimony to even begin to describe the problem or
suggest a complete method of implementation to achieve an equitable integra-
tion of railroads is beyond reason. One thing is a certainty—it is becoming more
self-evident, and should have been seen even before the Penn Central bank-
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ruptcy—we are currently on a determined course of wrecking the railroad sys-
tem in this country by not intelligently dealing with objective facts.

A relatively simple study of the history of railroads in Europe, particularly
Great Britain would clearly point out what we are headed for : a national system
born out of necessity. Hopefully, it will not be a “nationalized system.” The mer-
gers of the last several years have largely been aborted. The level of subsidy to
the trucking industry (much of the subsidy hidden), and the kind of regula-
tion and handling of the railroads is something that no amount of quick legisla-
tion is going to solve. Intelligent and objective study is a must if reasonable suc-
cess is going to be achieved—and there is no doubt that is obtainable. Over the
years, well meaning attempts to work out implementation concepts with staff of
interested Senators and Congressmen have been futile. It appears to me, from
the inquiry I have made to date, there is really no staff expertise in the Senate,
Congress, or even in the various Executive Departments who have the time or
financial expertise to do more than look for a superficial solution. We have al-
ready had too many attempts at these. It will take an adequately financed and
well organized study to do the job. Five million dollars, or whatever the study
might cost to properly expore the properties of the railroads and identify a total
merger formula—wiil save billions. The feeble political attempts to date have
cost us tens of billions.

While the proposed study goes forward, as an immediate step all railroads
financial matters should be placed totally under the jurisdiction of the SEC.
It is time to end the finanecial sleight-of-hand condoned by the ICC. Apparently,
it is not generally known throughout Congressional staffs that the SEC has al-
ready obtained a consent decree from one major railroad concerning their lack of
adequate financial information. The SEC has expressed their intention to have
additional hearings with other railroads about the same inadequacies. Unfor-
tunately these hearings will probably touch upon only a minor portion of the
problems, but it will be an important step. Certainly the manner in which ICC
has handled railroad financial requirements has avoided, for no substantive rea-
son, many of the normal requirements that SEC would have justifiably required
for the protection and confidence of the investing public.

As I conclude this testimony, may I point out that I feel'I have done about all
that one concerned private citizen can be expected to do to eliminate this need.
The only direct interest I have is as Chairman of the California Transportation
Commission—but I would point out that in this testimony I speak only for my-
self, not for the commission. I have been a knowledgeable investor for many
years, seen the inside of railroad board rooms for 22 years as a director of Bur-
lington Northern, Inc. (in which I have disposed of my financial interests), and
have lived through the mergers of four railroads into the Burlington Northern. I
have founded and managed one of the nations large corporations, and seen the
practices that exist as a shipper. I hope this background will suggest that there

is merit in my coneclusions.

Senator McGovern. I was just advised that Mr. Edward J ordan,
Chairman of ConRail, will not be with us. I will have more to say about
that later on. Let me just say for the moment that I am very dis-
appointed in Mr. Jordan’s last-minute cancellation.

I personally regard it as one of a series of steps that we have seen in
ConRail demonstrating their lack of accountability to the Congress of
the United States and to the American public.

Mr. Jordan will be represented here today by Mr. Sweeney, and we
will see that Mr. Jordan's prepared statement is made 2 part of the
record. But I can only say that I regard this last-minute cancellation,
after assurances that Mr. Jordan would be with us today, as one in a
long line of efforts and demonstrations on the part of ConRail, that
they do not properly recognize their accountability to the Congress
that has so generously subsidized the operations of ConRail. T think it

helps to dramatize the types of problems we are up against in facing
this operation.
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I will have more to say about that as the hearing progresses. At the
present time I would like to ask Mr. Robert Reebie to come to the wit-
ness table.

I see he is here. Mr. Sweeney is representing Mr. Jordan, and we are
advised Mr. Chesser is on his way and will be here momentarily. Later
this forenoon, Representative Moffett will arrive to deliver his state-
ment.

Before turning to you, Mr. Reebie, I have a brief opening statement
that I would like to make. I want to say to each of the witnesses that
I have read these prepared statements. They are well done. The pre-
pared statement by Mr. Reebie is really a textbook of the problems of
the rail industry. It is a most thoughtful analysis of the problems that

“we face. While I have asked each of the witnesses to try to limit their
opening presentations here this morning to about 10 minutes, I do want
to assure you, Mr. Reebie, and other witnesses, that the entire prepared
statement will be made a part of this hearing record as though read.
I hope every one of my colleagues in the Congress of the United States
will read those statements and the other testimony, because it sheds an
enormous amount of light on the problem that we face if we are going
to salvage our rail industry.

OPENING STATEMENT OF SENATOR McGOVERN, PRESIDING

The accelerating deterioration of vast segments of the Nation’s rail
system demand immediate efforts to produce something we have never
had despite overwhelming need: a comprehensive and consistent na-
tional railroad policy. :

I am convinced that if Congress and the administration fail to act,
we will have deliberately consigned Government to continued ineffec-
tual tinkering at a cost of untold billions of taxpayer dollars while the
crippling illness of the railroads in the Northeast and Midwest spreads
throughout other major components of the national system.

With a comprehensive policy and evenhanded programs to carry it
out, the full potential of one of our most energy-eflicient transportation
modes can be reached. It can be reached at a time when the Nation faces
inescapable energy shortages, alarming inflationary pressures, and
rapidly mounting public insistence on justifiable reductions or shifts in
public expenditures.

We have long been at the point where emergency, “Band-Aid” re-
sponses to the railroad crisis must end and be replaced with an effective
overall approach that will provide meaningful guidance and judicious
support in the years ahead. The taxpayer revolt sweeping the Nation is
a clear mandate that nothing less than this kind of careful overhaul
will suffice.

Despite the well-meaning intentions of its sponsors, the adequacy of
the Railroad Revitalization and Regulatory Reform Act of 1976 is in-
creasingly being called into question as industry deterioration con-
tinues. What was meant to be a comprehensive solution may fall short
because of the frustrating actions of the Interstate Commerce Commis-
sion and failure of key provisions of the legislation to furnish assist-
ance or stimulate industry change where needed most. Although broad
in scope, this legislation is in company with other congressional initia-
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tives which have failed to properly define the role of the Federal Gov-
ernment in the operation and maintenance of the Nation’s rail system.

Fundamental problems confronting the country’s railroads are ex-
emplified by the circumstances besetting the seven bankrupt lines com-
prising the ConRail system of the Northeast. Even though more than
$2 billion of taxpayer funds have ben funneled into ConRail, the line
has failed to provide convincing evidence that it will reach the goals
established for it, even if billions of additional Federal dollars are ap-
propriated. Beyond this, ConRail faces charges that payroll fraud,
made possible by an antiquated wage distribution system typical of
most railroads, may have drained tens of millions of dollars out of the
line. Whether right or wrong, the allegations of payroll fraud in Con-
Rail have served to convince a growing segment of the public that the
Nation’s railroad industry may be rolling unchecked toward disaster.

This perception is reinforced by data disclosing the huge unmet
financial needs of the industry. Last year net railway operating income
declined to $347 million, the lowest level since 1932, while its rate of
return on investment amounted to only 1.28 percent. The pathetic con-
ldition of the industry as a whole is cause for general alarm, to say the
east.

The outmoded regulatory requirements and operating methods be-
setting ConRail are shared by virtually all railroads in the Nation.
Characteristic of this burden are required accounting practices that
actually fail to tell railroads whether they are making or losing money,
creaking 75-year-old revenue routing divisions that make operating
in the black impossible, work rules that provide a full day’s pay to train
crews for less than a full day’s work.

We have a national railroad system that runs on 20th century tech-
nology absuredly controlled by 19th century policies and procedures.
The role of the Federal Government must be to develop policies to un-
ravel this morass and provide incentives to achieve sound management
and labor practices that will allow railroads to function competitively,
profitably and at the lowest possible cost while protecting the interests
of workers and the public.

In essence, this 1s the policy challenge facing Congress and the ad-
ministration. It is my hope that the hearings which get underway to-
day will make a significant contribution to the effort the Government
must make to find a realistic solution. The vitality of the nation’s econ-
omy will be significantly affected by the degree to which success is
achieved in this effort.

Now, our first witness, as I indicated earlier, is Mr. Robert S. Reebie,
chairman of Reebie Associates, Inc., Greenwich, Conn., who is recog-
nized as an authority in labor management and the problems of the
industry.

Mr. Reebie, the microphone is yours.

STATEMENT OF ROBERT S. REEBIE, CHAIRMAN, REEBIE ASSOCI-
- ATES, INC.,, GREENWICH, CONN.

Senator, it is my understanding that the purpose of this hearing is to
determine the ability of railroads to serve the shipping public, their
Mr. Reesie. Thank you.
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ability to generate the capital and jobs needed to replace, modernize,
and expand their facilities, and their ability to do so with an economic
efficiency which consumes a minimum of this great and freedom-loving
Nation’s resources of worker talent and material resources.

A number of governmental studies, in which I have participated,
have endeavored to identify the problems-and/or opportunities which
must be addressed if the railroads are to improve their performance in
meeting these three basic criteria. Indeed, several basic studies which
examine these subjects in detail have been rendered to the Federal Rail-
rﬁad lAdministra,tion over the past year and should be published
shortly.

Today I will endeavor to communicate to you the findings of these
studies and programs, with the hope that they will ring true and that
they will assist you in your task to form sound policies concerning gov-
ernmental actions in the field of transportation in general, and the
railroads in particular. »

Today the railroads are still a vital part of our economy as they
haul approximately 36 percent of the Nation’s ton-miles, and the econ-
omy would largely come to a halt within several days if railroad service
was suspended.

For such a vital service the Nation must answer two questions. First :
Is the railroad industry producing a surplus of income over expenses
so that it will have adequate capital with which to wage progress and
finance the future ?

Your comments agree with mine. The answer is clearly “No.” Even
for most of the more profitable railroads.

The second question : Is the railroad industry holding or increasin
the competitiveness of its service-price package vis-a-vis other modes?

Here again the answer is a definite “No,” especially in the carriage
of merchandise freight.

The market share continues to decline with indications that the
downward trend may become precipitous. However, it is my belief
that the deterioration can be arrested and a revitalization begun
through acceptance of the recommendations I present below. In fact,
I believe that a dedicated 10-year program can improve service quali-
ty, reduce railroad unit costs 16 percent and generate cash flows ade-
quate to finance a viable future for our Nation’s railroads.

Indeed, if regulation is modified to allow the railroads to correct
loss traffic, and if an economically wise Congress applies user charges
to all modes for facilities provided with public funds, then the Nation
will benefit from an increase of railroad market share above 50
percent,

This loss of market share is caused because many shipper/receiver
customers find that much railroad service is no longer competitive
for higher value merchandise traffic. In fact, teams of shipper/
receiver customers are now meeting frequently with railroad man-
agement and labor leaders to highlight railroad failures in four main
areas. The first is that the supply of proper, empty equipment at the
proper time is often inadequate. The second is reliable schedules for
the movement of loads. The third is care of the goods in transit.
And the fourth is charges that are too high for the quality-of service
rendered. '
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Today I often hear it said that the railroads are economically
better suited than other modes only for the carriage of bulk com-
modities like coal, ore, grain, chemicals, and neobulk commodities.

However, such an assessment appears inaccurate. First, it fails
to recognize the importance of merchandise traffic to the railroad
system. '

When merchandise traffic that is carried in various car types is in-
cluded, like automobiles in rack cars, merchandise traffic of most
railroads provides well over two-thirds of their revenues. As major
railroads, like ConRail, lose their merchandise traffic, one wonders
whether the loss will leave enough traffic to support much of the
Nation’s railroad system.

It is understandable that the general public has had difficulty in
identifying a course of action that would be proper for Government
and effective in reversing the downward trend of the Nation’s vital rail
system. I believe that this difficulty results from the recurrence of a
wide variety of network restructuring, nationalizing, and rebuilding
recommendations which are based upon good intentions, but which
lack the foundation of adequate analysis and a sound understanding
of many economic inadequacies of current railroad operations, mar-
keting, and profit management. Yet it is these inadequacies that deny
the Nation the full potential benefits of the basic railroad corcept.

A sample of the recommendations which I believe are inappropriate
and which are confusing legislators—and which are described in some
detail in my prepared statement—would include nationalization of
the national railroad main line rights-of-way or abandonment of most
of the branch lines as the only solution to that problem.

Another nostrum is electrification of main lines or nationalization
of the railroads in total. \

_ The point I wish to make is that rebuilding or reorganizing rail-
roads along traditional operating patterns will not arrest the deterio-
ration of the system, regardless of the amount of taxpayer funds
expended.

Amtrak already provides such ample illustration of this view, that
I can only trust that ConRail will respond and provide the analytical
leadership necessary to start down a different pathway.

Now it i the individual car movements of merchandise freight that
represent the major economic problems and opportunities for railroad
operations. Therefore, my prepared statement focuses in detail upon
these complex operations rather than the simpler, more efficient move-
ments that characterize railroad movements of bulk commodities like
coal, or intermodal shipments like piggyback.

To understand the basic problem of large railroads, it is necessary
that we first understand how carload services are provided. General
merchandise freight can be summarized as a long series of batch oper-
ations. The complex details of a typical movement are outlined in the
summary. For now, let me simply describe railroad merchandise
freight operations generally as a serles of batch move-sort-move oper-
ating patterns that will remind some of a “Tinkers-to-Evers-to-
Chance” bucket brigade type of operation.

These costly sorts and waits in terminals are of value, but only to
the extent they gain benefits of moving multiple cars in trains over
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inexpensive rails. Therefore, the objective of systems analysis is to
find the optimum balance of advantages and disadvantages for inter-
related traffic lanes. i B

Quantification of the effects of the above operating patterns pre-
sents us with a clear picture of the causes of slow and unreliable rail
service and uncompensating level of rail rates for merchandise traflic.

Analysis in my prepared statement displays that the greatest chance
for improvement in railroad operating economics involves reducing
the unit costs of rail car equipment. As the largest element of cost
under the exclusive control of the management, it can be reduced
simultaneously with improvements in car supply, elapsed shipment
time and schedule reliability as well as a reduction in terminal costs.

Any observer of the railroad industry will note the railroads suffer
from the inefficient urban networks of tracks and yards which were
originally laid out in the late 1800’s and early 1900’s.

The multiple urban yards of individual railroads, and the histori-
cal labor jurisdictions, often require many yard-to-yard train batch
movements and yard handlings between the shipper and the outbound
train at the origin and between the inbound train and the receiver at
the destination.

Where labor unions and governmental regulations would not erect
unreasonable barriers, operating changes might include more actions
of the type which have recently received support from the Federal
Railroad Administration. But to realize a major reduction in terminal
handling expense, there is a need in many larger cities to relocate the
current trackage, relocate certain industries to efficiently serve indus-
trial areas, and centralize yards. Yet, I believe that such major phy-
sical rationalization projects can only be accomplished by governmen-
tal action. Further, I believe that such railroad terminal development
projects can bring as much development to individual communities
and to the Nation as do ports and airports. Therefore, I recommend
that Government undertake such railroad terminal projects where they
are needed and accepted by the vitally interested parties.

My recommendation also recognizes that an undertaking probably
could not receive adequate support if it benefited only the railroads
and their customers. Fortunately, I believe the program can also pro-
vide needed benefits to our older major cities.

In urban problems that are well known, it can create economically
wcl)rthwhile unskilled, semiskilled, and skilled jobs in the cities them-
selves.

Senator McGovern. I notice you sent that proposal to Mr. Brock
Adsimms in a letter some months ago. I was curious if you ever got a
reply.

Il)\lr. Reesre. T don’t know if the response from the FRA was due to
that letter alone, Senator. But the FRA has indicated considerable
interest. They asked us to make a brief study of a Canadian city which
has done some of this kind of thing, and it was my hope that it would
provide lessons for this program to be used by the FRA to propose
urban relocation programs of the type I described.

Senator McGovern. You said it was sort of a comprehensive effort
to not only rebuild the terminals of the system but to do it in such
a way as to bring about a constructive urban development in many of
our urban areas.
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Mr. ReeBie. You are exactly correct. It not only provided jobs; it
improved the enviroriment. The important thing 1s this can be done,
I believe, in a way which will not place an exceptional burden on the
taxpayer, because the projects can largely pay for themselves through
increased tax bases in the belts developed around the city and by user
charges on the railroads for the new facilities they would enjoy.

An analyst of the railroad industry will soon recognize the complex
economic relationships between the myriad of different output services
provided by a major railroad and the myriad of functions that must be
performed in a major railroad. Recognition of this complexity brings
recognition of the inadequacy of simplified answers to the “railroad
problem.”

It is generally accepted that the first step toward resolution of a com-
plex problem is to analyze both the individuality and the interrelation-
ships of segments of the problem. Quite obviously, the use of broad cost
averages has proven to be inadequate for the identification and reso-
lution of many railroad problems, especially its own batch operating
problems and governmental regulations.

Thus, analysts of the railroad industry are surprised that few rail-
roads have addressed the problem of routinely determining the costs
and profitability of specific origin-destination traffic lane flows by
commercial service and equipment type.

Now the standard cost center techniques, already proven in simpler
industries, and the capabilities of modern computers make such state-
ments possible. In fact, prototype programs have proven that realistic
service/equipment traffic lane P/L statements can be produced on a
routine basis. '

It is my belief that traffic segment P/L statements represent the
most effective tool with which railroad management can increase its
own understanding of its business and thus voluntarily rationalize the
industry’s operations and organization.

Then management will be more able to explain its needs to labor, to
government, to stockholders and to the shipping public.

Now it is important that a number of railroads are beginning to move

* towards the above type of costing and profitability statements for in-
ternal purposes. I would call on the subcommittee to commend the
ICC for its recent actions in which it has recognized that its current
costing programs do not permit it to meet the mandate of Congress for
the most accurate cost and rate data and that they can only meet that
mandate by adopting cost center concepts, which they are now moving
towards. :

I mentioned earlier the problems created by the amount of long-life
investment in the railroad industry.

One problem is that long-life investment obscures a terminal cancer
until disaster is at hand. I recommend that two approaches be used to
resolve this matter. The first is that the traffic lane P/L statements
already mentioned be recognized as a necessary early warning device
which can alert management to cancerous problems. Then the early
warning information can be used to resolve problems within manage-
ment’s jurisdiction or can be communicatedp to outside agencies as a
means of gaining their cooperation when needed.

However, the costing used in these statements must permit the meas-
urements of levels of profit that are appropriate to available manage-
ment decisions.
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Here two points may be made, and the first one is applicable to
many areas of our economy, Senator. First is the need to develop more
realistic costs for capital than arc developed along the traditional
concepts of physical life depreciation which fail to give adequate at-
tention to today’s real considerations of monetary deflation and techni-
cal obsolescence.

Thus, there arises a need to change the calculation of profits so that
the effects of obsolescence and inflation are calculated prior to the
calculation of profits. In some industrialized countries this approach
has already been implemented with the adoption of writeoff periods
of approximately 10 years for the aggregate of all investment.

Thus, T recommend that a new research effort be organized. It would
develop sound costing practices and promote their acceptance by the
governmental agencies involved.

There are many management decisions where alternative courses of
action are better evaluated with the use of marginal or partial costs.
However, that is not always clear in the rates that are quoted by rail-
roads. Therefore, I recommend that in order that the railroads com-
ply with the 4-R act to publish rates that contribute to a going con-
cern, that any rate which is based upon making only a contribution
above marginal costs be so labeled as a temporary rate and be assigned
a reevaluation date for the earliest time at which it can be predicted
the marginal cost will no longer be valid.

With such notice, shippers would be made aware that their plans
should rely only on that rate for the pericd specified.

Now I come to perhaps the two most important parts of understand-
ing railroad economics.

The complexity of railroad batch movement operations calls for sys-
tems analysis to plan efficient operaticns by determining the most
economic train sizes and routes for the batch movement of cars. Sys-
tems analysis of this type has been proven in manufacturing industries
where it 1s used to control inventory costs and it offers lessons for re-
ducing railroad costs.

In railroad operations where the production unit is the train, the
inventory is represented by the freight car equipment expense and the
production start up expenses represented by the train crew expenses.
In such an analysis, as shown above, it is necessary to begin by utilizing
full economic values for the equipment inventory rather than the his-
torical “book-kept” accounting costs.

The use of this realistic higher value for equipment will indicate
an advantage for shorter, more frequent trains that produce fewer
waiting times.

I also commented that shorter, more frequent trains bring more ad-
vantages as well. But let us go to the railroad start up costs of the
train, which are primarily the crew costs, which are now fixed for the
length and haul of the train, regardless of its size.

High crew expenses call for long trains. These long trains incur
many problems of services quality and high costs which are dis-
cussed in my prepared statement. Yet, smaller crew expense would
make shorter trains more economic, bringing a wide range of benefits
which I have also outlined.
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Thus, systems analysis of railroad operations shows that the cur-
rent expense of four-man train crews represents the most serious
barrier to the improvements of the Nation’s railroad system.

Just as a locked door represents a major barrier which can be
opened with a small key, so can railroad operating problems repre-
sent a major problem which can be resolved with a reasonable change
in train crews. The successful operation of trains with only two-man
crews without a caboose and making use of modern technology has
been used for years in the United States by the Florida East Coast
Railway, and in Europe where trains are operated with one-man as
well as two-man crews. '

Note should be made that the Florida East Coast now runs trains
much smaller than the national average, has increased the number
of train crews on both line haul and switch trains, gives reasonable
service, turns its freight cars around rapidly, makes money, and has
rebuilt its track facilities.

Thus, I find it necessary to address a railroad subject which I be-
lieve must now be addressed in the interest of the Nation as a whole.
I refer to the productivity of certain portions of key railroad crafts
which now restrict the productivity of the entire railroad industry.

Now let me say that I have.always heard favorable comments
about the integrity of railroad executives. And I know they spend
long hours at their tasks. Therefore, I can only surmise they are
pursuing their resistance to change in the interest they are preserving
the jobs of their worker members as best they know how.

And I am sure that key union executives have been surprised as

economic facts have been explained to them over the past years by
teams of shipper executives. Namely, that it is primarily the work
rules that set in motion the chain reaction of poor car supply, poor
dock-to-dock service, and uncompetitive rates. Yet, it is just this
chain reaction that causes the loss of much traffic, causes many
abandonments, and raises the possibility of even a greater loss of union
railroad jobs. '
" Further, I found that some work train crews are hard at work for
a full 8- to 12-hour day, for which they are paid on a normal basis
of straight time and overtime. Therefore, one must ask: Why have
a limited number of railroad operating brotherhoods been able to
perpetuate obsolete work agreements for so much longer than other
unions in other industries ? ‘

Bypassing a few comments in the prepared statement about the
pressure that industry can place upon government in the situation
of a nationwide rail strike, I believe that the most important reason
is that the Nation’s economy could not stand a nationwide rail strike
of more than a few days. Because of these facts the monopoly rail
unions hold the Nation in a stranglehold that must be addressed in
areas that have been discussed both in my prepared statement and
in studies we have submitted to the Federal Railroad Association.

Thus, I must recommend a joint industry/government project for
the study of this issue and the development and publication of the .
study findings on “National Railroad Policy : Which Way Is Up?”

Indeed, we must call upon Mr. Chesser, who I think will come
shortly

44-399 0 - 79 - 2
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Senator McGovern. His plane landed some time ago. He is fast
on his way here.

Mr. Reeie. And Mr. Sytsma, both of whom I know well. We must -
encourage them to get together in more of a CIO than a craft union
and arrange for two-man crews to operate shorter, more frequent,
more direct and more numerous trains on the basis of hourly pay
for a fair day’s work. But this hourly pay basis should be without the
wage rate surcharges that have eliminated any economic benefit to
the small size crew agreements that have been negotiated for a few
bankrupt railroads or for FRA intermodal demonstration projects.

But to make such a request of the UTU and BLE leaders, however,
would place them in an exceptionally difficult personal position unless
their worker members had been given adequate data which clearly
displayed that the interterminal train crew work rules are depriving
other rail unions of jobs while depriving the Nation of more economic
transportation.

Thus, I also recommend a joint industry/government project for
the study of this issue and the development and publication of the
study findings.

Senator McGovern. Can I stop you there at that point, because I
do want to save some time to question you more in depth on some
of the things that you raised.

Before I do that, T have a letter from Senator Javits, who is a
member of the Joint Economic Committee, expressing his regrets
that he is not able to be here. As it points out in the letter, we have
a number of critical issues coming out of this Joint Economic Commit-
tee, and it is necessary for him to be in the Senate today. He is rep-
resented here by Mr. Peter Avalon an executive assistant in the Sena-
tor’s New York office.

We are happy to welcome Mr. Javits’ assistant.

[The prepared statement of Mr. Reebie, together with appendixes.
follows :ﬁ) -

PREPARED STATEMENT OF ROBERT §. REEBIE

INTENT OF MY STATEMENT

It is my understanding that the purpose of this hearing is to determine the
ability of raiiroads to serve the shipping publie, their ability to generate the
capital and jobs needed to replace, modernize and expand their facilities, and
their ability to do so with an economic efficiency which consumes a minimum of
this great and freedom loving nation’s resources of worker talent and material
resources.

A number of governmental studies, in which I have participated, have en-
deavored to identify the problems and/or opportunities which must be addressed
if the railroads are to improve their performance in meeting these three hasic
criteria. Indeed, several basic studies which examine these subjects in detail have
been rendered to the Federal Railroad Administration over the past year and
should be published shortly.

Today I will-endeavor to communicate to you the findings of these studies and
programs, with the hope that they will ring true and that they will assist you
in your task to form sound policies concerning governmental actions in the field
of transportation in general, and the railroads in particular.

THE U.S, RAILROADS IN 1978

A vital national resource that is deterioraling

As the first major industry in U.S. history, the nation’s railroad’s nlayed a
major role in the development of our country for a century. As late as 1929, they
still carried almost 75 percent of the nation’s freight ton-miles, including most of
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the merchandise freight as well as bulk commodities. Yet in 1976, only half a
century later, when total freight ton-miles had increased 256 percent, railroad
trafic had increased only 75 percent. This represented a shrinkage in market
share to less than 37 percent, with much greater loss in merchandise freight. All
too frequently these losses went to other modes in situations where they were
inherently less efficient, but whose management and labor operate more efficiently
and who benefit from subsidies for which they reimburse only a portion of the
taxpayer’s investment and expense, if any at all.

At this early point it should be stated that the nation is still favored with a
private enterprise railroad freight system that still is unsurpassed elsewhere in
the world. It is the gradual deterioration of this system which alarms the ship-
ping public. However, it is my belief that the deterioration can be arrested and
a revitalization begun through acceptance of the recommendations I present
below. In fact, I believe that a dedicated 10 year program can improve service
quality, reduce railroad unit costs 16 percent, and generate cash flows adequate
to finance a viable future for our nation’s railroads. Indeed, if regulation is
modified to allow the railroads to correct loss traffic, and if an economically wise
Congress applies user charges to all modes for facilities provided with public
funds, then the nation will benefit from an increase of railroad market shares
above 50 percent.”

A this point, it also should be stressed that the rialroad industry is not homo-
geneous in its make-up. Thus it cannot easily be summarized in terms of traffic
volume, management, labor productivity, or profitability. For instance, the
statistics of traffic volume, displayed in Table 1, show the differences that occur
even between such broad categories as regions.

TABLE 1.—RAILROAD VOLUME STATISTICS

Percent
market
East South West Total share
Thousand tons
697, 894 174, 202 466, 905 1, 339, 091 n/a
776, 044 229, 454 532, 048 1,537, 546 56.1
631, 707 246, 228 518, 404 1, 396, 339 40.9
578, 215 297, 550 511, 658 1,387,423 33.3
557 994 351, 142 575, 784 1, 484, 919 3.1
452, 808 362, 533 5§91, 407 1, 406, 748 28.4
Million ton-miles

231, 420 55,163 160, 783 447, 322 7
294, 967 88,243 271,518 654, 728 65.3
256, 701 90, 444 276, 469 623, 615 49.5
259, 477 116, 836 321, 564 697, 878 43.3
254, 467 140, 034 370, 309 764, 809 gg ;

216, 267 151,076~ 424,070 791, 413

Source: ‘‘Yearbook of Railroad Facts 1977, AAR, pp. 25, 28, 29, and 36.

Other differences in the profitability of individual carriers occur within a
region. Here, it is easy to credit the more profitable railroads with historical
advantages of growth regions, long and uncomplicated routes, dense flows of
bulk commodities, or of economically unjustified but favorable divisions of
connecting line revenues. While such advantages have eased the task of manage-
ment to create the capital needed to maintain main line and main yard faeili-
ties, one should also note the differences among railroads in their management
commitment to profit, to their reinvestment in centralized, modern facilities,
and to their achievement of high labor preductivity.

Deterioration of profits and market share.—Yet the differences in railroad
situations are, more often than not, merely a measure of the rate with which
they are deteriorating. Only a few are producing satisfactory, regenerative
levels of cash flow profitability which is the major criteria for survival of a
private enterprise. But even these profitable railroads are losing ground in the
second area of consideration, market share. Whether little of this loss of
merchandise traffic is caused locally by the more efficient railroads or more is
caused by service failures on interline traffic handled at the origin or destina-
tion by less efficient connecting lines, the result is still a deterioration of the
over-all system. :
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Deterioration of railroad service quality.—This loss of market share is
caused because many shipper/receiver customers find that much railroad service
is no longer competitive for higher value merchandise traffic. In fact, teams of
shipper/receiver customers are now meeting frequently with railroad manage-
ment and labor leaders to highlight railroad failures in four main areas:

1. Supply of proper, empty equipment at the proper time is often
inadequate.

2. Reliable schedules for the movement of loads are needed to correct
for service which today can vary from 4 to 11 days over the same route.

3. Care of the goods in transit.

4. Charges that are too high for the quality of servvice rendered,
especially for shorter distance moves.

The need to focus on merchandise traffic—Today, I often hear it said that
the railroads are economically better suited than other modes .only for the
carriage of bulk commodities like coal, ore, grain, chemicals, etc. and neo-bulk
commodities like lumber, building materials, paper, etc. Bach of these commod-
ities, it is said, is either of low value or is not involved in the direct producer-
to-user/consumer pipeline that is required for merchandise traffic in our current
hand-to-mouth, short-order economy in which a low inventory, logistics efficiency
is necessary for many manufacturing and commercial transportation customers.

However, such an assessment appears inaccuraté. First, it fails to recognize
the importance of merchandise traffic to the railroad system. As used in this
statement, merchandise traffic will refer to all goods (including perishables,
manufactures, etc.) other than neo-bulk. Such traffic carried in rectangular
equipment like plain boxcars, equipped boxcars, refrigerator cars, and piggy-
back trailers provides over 40 percent of railroad revenues. When other merchan-
dise traffic that is carried in other car types is included, like automobiles in rack
cars, merchandise traffic of most railroads provides well over 2; of their reve-
nues. As major railroads, like Conrail, lose their merchandise traffic, one wonders
whether the loss will leave enough traffic to support much of the nation’s rail-
road system.

Simplified solutions cannot reverse the deterioration

It is understandable that the general public has had difficulty in identifying
a course of action that would be proper for government and effective in reversing
the downward trend of the nation’s vital rail system. I believe that this difficulty
results from the recurrence of a wide variety of “network restructuring, nation-
alizing, and rebuilding” recommendations which are based upon good intentions
but which lack the foundation of adequate analysis and a sound understanding
of many economic inadequacies of current railroad operations, marketing, and
profit management. Yet it is these inadequacies that deny the nation the full
potential benefits of the basic railroad concept.

A sample of the recommendations which I believe are inappropriate, and
which are confusing legislators would include the following:

1. Nationalization of the railroad main line rights-of-way ‘so that they can
be upgraded and made available to competing users. This recommendation fails
to consider the following matters: .

Except for the bankrupt railroads, most high density main line rights-
of-way are being maintained in adequate repair for safe, economic opera-
tion. This is true despite publicized accidents of dangerous chemicals
shipments whose derailment or explosion is frequently the result of car
equipment problems, not rail derailment problems which occur mostly on
low density main lines and on branch lines (see FRA study by R. Harris).

Where main line and branch line rights-of-way have not been adequately
maintained, the situation is merely a symptom of more basic problems (like
car movement and utilization, train crew work rules, or regulations) which
prevent a cash flow adequate for maintenance. Rebuilding the rights-of-way
would not address the major problems.

Eighty-eight percent of the nation’s rights-of-way (185,200 mi.) are single
tracks and only 12 percent (23,900 mi.) provide two or more tracks.

Unlike airways, waterways, and highways that offer flexible entrance/exit
access and offer flexible, safe passing in the same or opposing directions,
all railroad tracks, and especially single tracks, are inflexible production
lines. On rails, it is difficult to control the operations of different users
who may wish to carry different commodities, with different equipment at
different speeds. Not only would such traffic control be difficult, if not
impractical, it would involve the controlling agency in commercial deci-
sions, which certainly is not the proper province of government.
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A number of governmental studies have indicated that the separation
of right-of-way operations from rail transportation operations will raise
railroad costs as each party pursues its own interest.

While the investment to acquire just the main lines has been estimated
at 30 to 100 billion dollars, such an expenditure would bring no benefit.
No estimates are available for the cost of raising the base network to a
multi-track, flexible right-of-way. Nor are any estimates available concern-
ing the volume of traftic that would be handled or whether any economic
benefits would be gained.

Better solutions to the problem are available. The current owners of
parallel rights-of-way can utilize traffic lane P/I. statements and asset
costing to rationalize a more economic track system voluntarily through
negotiated trackage rights, route swaps, ete. Then the economically viable
lines can support any private or government loans needed to upgrade the
tracks before adequate funds could be generated internally. Similarly,
when a line needs major rerouting or expansion to handle profitable traffic,
as in the West Coast and California-Texas corridors, “head-end” financing
by government can be repaid user charges.

2. A second simplification is that abandonment offers the proper resolution
of most branch lines problems:

The abandonment of many branch lines can have adverse effects which
often are unforeseen by the traditional, simplified, analytical procedures

. still used by some railroads. Only when a railroad has established proce-
dures that display the current costs, revenues, and profitability of all its
origin-to-destination traffic flows will it be in a position to evaluate aban-
donment against other alternatives. Only when such an analysis has been
performed, will the data be widely accepted as adequately valid to gain
support for the following actions from Ilabor, shippers, or taxpayer
representatives.

Consider revisions in operating procedures which would be safe and
feasible for the particular branch service even if infeasible for the rail-
road as a whole. Such procedures might include operating small locomotives
with one or two man crews. These operating concepts would follow
procedures now utilized by new shortline railroads that have taken over
services which the Class I railroads were forced to abandon.

Revise the rate upward to a level commensurate with full profitability
under the most efficient, feasible operating patterns. Such a level is required
to avoid internal cross subsidization of economically weak traffic lanes by
economically viable traffic lanes. This could result in the loss of traffic on
the economic traffic lanes to other modes because of the need to generate
excess profit for the cross subsidization. Further, as in France where higher
rates are charged for service on branch lines to cover the higher costs,
shippers may be willing to pay the higher costs because of other favorable:
economics of their branch line loecation.

When shippers on branch lines cannot afford the railroad’s full economic
charges, the railroad can provide its cost data as a means of assisting the
shippers to request a subsidy. Such a subsidy would be sought from the -
legislative representative of the jurisdiction which would deem such a sub
sidy in the interests of constituent taxpayers.

When the railroad can display that it is no longer realizing a full economic
return on locomotive and car assets which it could better employ elsewhere
and a marginal cash flow return on branch line assets and opearting expenses,
then the railroad can abandon its service after a two year notice.

When none of the above solutions obtain, at its own discretion the railroad
can offer a “marginal contribution rate” which must specify a termination
date. Such date would be the earliest date at which the carrier forecasts
that its “marginal costs” could exceed the “marginal rate” and thus eliminate
any contribution to cash flow. Should conditions develop such that operations
can be continued with a contribution to cash, then the railroad can extend
his termination date. .

3. Another nostrum is the electrification of main lines?

Electrification would require large investment while bringing only modest
power savings while increasing other costs. Yet it would absorb funds needed
to generate major savings and service improvements through the development
of lighter, more fuel efficient locomotive designs, the relocation of urban
trackage, the centralization of classification yards, the building of efficient,
network intermodal terminals, or the retraining and relocation of workers
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unneeded in the operating crafts to meet expanded needs in other crafts, like
construction crafts.

4. Nationalization of the operating railroads: .

One need only look at the nationalized railroads of foreign countries, our
own Amtrak system, or the U.S. Postal Service to learn that politically
controlled agencies have difficulty in countering strong advocates of services
that are uneconomic or investment and jobs that are not needed.

The point to be made is that rebuilding or restructuring of the railroads along
traditional operating patterns will not arrest the deterioration of the system,
regardless of the amount of taxpayer funds expended. Amtrak provides ample
illustration of this view.

In 1929, the railroads carried 77 percent of the intercity passenger mile traffic.
Since that time, highways, the bus, the private automobile, the propeller airplane,
and finally the jet plane have offered such a high level of service and such a
schedule independénce that the rails could only compete on a price basis. By
1970, the passenger miles had shrunk to less than 6 percent where it has remained
relatively constant.

With little attention paid to profit as the criterion for survival, Amtrak has
not put enough stress upon the reduction of unit costs to economic levels. Loco-
motives and cars were built along traditional heavy, fuel inefficient, and high
investment designs. In fact so much known technology was disregarded that many
locomotives have never been able to operate safely at their design speeds. And
many cars now cost $700,000 each while others are now being rebuilt at a cost
of over $1,000,000 each after only seven years. Indeed, little basic change was
made in the operating procedures and labor practices of by-gone years.

Yet, the equipment is shiny, and it rides almost as well as the 1930 vintage cars.
But without any attention to economie principles, in order to find its economic
place in the sun, the restructured Amtrak organization must ask for ever increas-
ing funds to support a service on many routes which is not sufficiently competitive
to attract worthwhile ridership even when fares are subsidized and passenger
traing hold priority over freight trains, In fact, I believe that Amtrak represents
the type of governmental expenditure that is driving many taxpayers to revolt.

Understanding railroad datch “Move-Sort-Move” operations

As mentioned above, the individual ear movements of merchandise freight
represent the major economic problems/opportunities of railroad operations.
Therefore my statement will focus upon these complex operations rather than
the simpler, more efficient direct movements of loaded and empty cars between
origing and destinations that characterize unit train shipments of bulk com-
modities, most intermodal “piggyback” shipments, and a limited number of inter-
plant shipments of very large manufacturing companies.

The typical performance of rail carload services provided general merchandise
freighg can be summarized as a long series of batch operations.

1_. First an empty car waits in a origin ward for movament by a “local switch
train,” or a “way work train” which performs much the same functions over
an extended route. Such trains are operated when enough work is accumulated
‘to make the switch run economic. This wait ean range from a few hours to
seve;al days, depending on the volume handled on the switch runs and tracks
serving the origin shipper. Next the car is moved to the shipper where it waits
for loading, is loaded, and then again waits for movement back to the origin yard.

2. If the shipment is originating in a big city, it may now wait in the origin
yard for movement to another yard from which the outbound ‘“line-haul train”
departs. Once again the car must wait until enough traffic is classified (i.e.
sorged by outbound direction) and accumulated to build an “inter-yard puller
train” of economic size. If the line-haul train is operated by another railroad
than the one on which the shipment originated, an inter-change “inter-yard
puller train” will move the car to the line-haul railroad’s line-haul train de-
parture yard, but only when enough volume is usually accumulated to schedule a
train of economic size.

All too often, one to three inter-yard movements and yard waits (in addition
to the first “switch run” and origin yard wait) are required to move a car be-
tween the shipper and the outbound train. This is especially true in the older,
larger cities of the East like Philadelphia.

3. Next the car is moved toward its destination terminal by an inter-terminal
haul train when enough cars have been accumulated for a train of economic size.

If insufficient traffic is handled on a daily basis from the shipment’s origin city
to its destination city by the line-haul railroad, the car probably will be moved
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by its first line-haul train only as far as an intermediate, inter-train terminal
to which train load volumes can be dispatched on a scheduled basis. Here the
carload again must be classified and then wait for the accumulation of an eco-
nomic trainload volume toward its destination. “Run-through’ line-haul trains
increasingly run directly from one railroad's track to another railroad’s tracks
as they move traffic between the major terminals of each railroad. However, much
line-haul traffic is also interchanged from one railroad’s intermediate terminal
to another railroad’s intermediate terminal by puller trains of the type already
described above.

All too often, railroad line-haul operations involve several intra-railroad or
inter-railroad movements via sequential line-haul trains and intermediate
terminals.

4, At the destination city, a series of inter-terminal puller train movements
and yard sort and wait operations may be required in reverse of Item 2, above
to move the loaded car from the inbound train line-haul to the yard from which
delivery will be made to the consignee.

5. At the destination yard the loaded car waits until it is moved to the con-
signee by a local switch train. Then it waits while it is unloaded and until it is
recovered from the consignee by a later switch train.

6. Finally, the empty may be moved by the local switch train directly from
the consignee to the next shipper, or it may be moved through all the steps in
Items 2, 3, and 4 above before it has completed its cycle to the next shipper.

Perhaps the above description of railroad merchandise freight as a series of
batch move-sort-move operating patterns will remind some of a “Tinkers-to-
Evers-to-Chance” bucket brigade type of operation. In fact most merchandise
traffic experiences far more yardings than the national averages of 9 yardings
per load-to-load cycle. These costly sorts and waits are of value only to the
extent that they gain the benefits of moving multiple cars in trains over inex-
pensive rails which involve only small amounts of movement resistance. There-
fore, the objective of systems is to find the optimum balance of advantages and
disadvantages of interrelated traffic lanes.

The effects of historical railroad sperating patterns

Quantification of the effects of the above operating patterns presents us with
a clear picture of the causes of slow and unreliable rail service and uncompen-
sating level of rail rates for merchandise traffic. .

Slow and unreliable rail service.—Waiting delays account for approximately
24 of the time spent by loaded and empty freight cars in terminal yards as
shown in Table 2 below :

TaBLE 2.—Percent of revenue cycle

Segment : .
Carrier terminals
Origin/Destination 28. 4
Intermediate - 33.4
61.8
Customer docks
Loading - - - 11.
Unloading —— oo 12.1
23. 6
Movement
Loaded ——- - 1.9
BIPLY oo e 6.7
14.6
Total e e e e m————————— 100.0

SOURCE : Reebie Associates, DOT-FRA Report No. OE-73-1.

A sizeable portion of this time is caused when inbound trains arrive late, there-
by causing a car to increase its scheduled wait time as it must now wait to be
included in the next batch being moved by a train in the desired direction. Ob-
viously the length of a car’s shipper-to-consignee movement schedule, and the risk
of unscheduled delays both increase with the number of trains and terminals in-
volved. This risk of late arrival delays has increased as the loss of short distance
hauls to highway competition has increased the average length of haul and as the
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loss of passenger business appears to have reduced the discipline of railroad
transportation operations.

The time spent by both loaded and empty cars in yards awaiting switch, puller,
and line-haul train movement, and to a lesser extent at customer docks awaiting
loading and unloading, is responsible for the poor utilization of these major
equipment resources. Indeed, the average revenue trips per year have bzen de-
clining for general service cars while rising for special service hopper cars moved
in unit trains that by-pass yards.

TABLE 3.—REVENUE TRIPS PER YEAR

Hopper
Year Box Flat  Gondola Open Covered  Special ToFC  All types
17.4 13.0 19.8 25.2 17.6 37.2 56.1 19.8
11.9 9.3 16.5 23.3 15.7 a2.7 41.3 16.9
68 72 83 91 89 115 84 85

Source: Association of American Railroads.

High cquipment costs and rcvenue requirements.—In addition to the decreas-
ing utilization of its equipment, the railroads are faced with a rapid increase in
the prices of railroad cars over the past seven years. This increase has been
due somewhat to technological and capacity improvements, but mostly to the gen-
eral deflation in the value of the dollar.

TABLE 4.—~PURCHASE PRICES OF EQUIPMENT

General service Hopper .
_— All Capacity
Box Flat Gondola Open Covered types tons
11,733 13,759 13,754 12,558 15, 201 15, 607 65.8
30, 923 27,040 26, 856 25,495 27,497 27,893 73.5
164 97 95 103 81 79 11

Source: ‘‘Railway Age’’ and Association of American Railroads.

When current accounted costs are replaced with full economic costs so as to
reflect the revenue required for railroads to cover today’s new equipment prices
and to generate ROI profits adequate to compete for investment funds, we rec-
ognize the vital economic importance of improving the utilization of the nation’s
investment in vehicle ownership. This is true even with the exceptionally good
performance of today’s typical operating practices that is pictured below.

TABLE 5.—PERCENT EXPENSE OF MAJOR FUNCTIONS

Current
industrx Full economic expenses
Boxcar shipment expenses 400 mi 1,000 mi
Vehicle ownership. .. 16 32 27
Terminals:
Ownership. e 2 3 3
Operation. ... 19 . 18 15
Subtotal .. 21 21 18
Right-of-way ownership__. ... .. . ... 15 13 17
Train operations:
Train CreW . L e eeeaas 12 5 8
Other (loco, fuel) . . e 18 13 16
Subtotal .. 30 18 24
Overhead. .. 18 16 14
Total .. 100 100 100

Source: Reebie Associates, DOT-FRA/OPPD-76/2.11, National Intermodal Network Feasibility Study.
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The above example displays what various studies have identified, namely that
the greatest chance for improvement in railroad operating economics involves
reducing the unit costs of rail car equipment. As the largest element of cost under
the exclusive control of the management, it can be reduced simultaneously with
improvements in car supply, elapsed shipment time, and schedule reliability as
well as a reduction in terminal costs. Essentially, the problem is similar to that
of inventory planning and control in manufacturing and distribution industries
where advanced techniques have been developed. Thus, various railroad studies
have recommended consideration of the establishment of car inventory and distri-
bution procedures which focus upon systems analysis of P/L statements of specific
origin-to-destination traffic lane flows. While development of these management
Planning and control procedures will be discussed below as being within the pre-
rogatives of government, their application must rest with the managements of
individual railroads.

CAUSES AND SOLUTIONS OF HISTORICAL RATILROAD OPERATING PATTERNS

In this brief statement, I will discuss only a few of the historical causes of the
railroad problem ; causes that are not widely discussed or that are not widely
viewed as my studies and experience causes me to view them.

Terminal operating patierns

Any observer of the railroad industry will note that the nation’s railroads suffer
from the inefficient urban networks of tracks and yards which were originally
laid out in the late 1800's and early 1900’s. Subsequent additions of spur tracks
and yards were “tacked on” without redesign of the original network. Finally, as
some industries have departed, often the remaining industries are served with
sparsely used tracks and yards which are no longer economic to operate.

The multiple urban yards of individual railroads, and the historical labor
jurisdictions, often require many yard-to-yard train batch movements and yard
handlings between the shipper and the outbound train at the origin, and between
the inbound train and receiver at the destination. As discussed earlier, this
“Tinkers-to-Evers-to-Chance” bucket bridgade series of train batch moves becomes
even more complex when interchanges are required between the railroads on
whose tracks the shipper/receiver customers are located and the railroads which
operate the outbound/inbound trains which serve the desired intercity routes.

" Voluntary railroad solutions.—Quite obviously terminal car handling costs are
higher than would be the case if fewer handlings occurred in each load-to-load
revenue cycle. Some reduction could be realized through the introduction of traffic
lane profit and loss statements which would focus attention upon unprofitable
operations and thus encourage the railroads serving each terminal city to ration-
alize their operations for greater operating efficiency voluntarily in their own
interest. Where such P/L analysis indicates that changes in operating patterns
would be beneficial, and where labor unions and governmental regulations would
not erect unreasonable barriers, operating changes might include more actions of
the type which have recently received support from the FRA :

Trackage rights over urban spurs;
Swapping urban spurs;

Swapping entire terminal operations ;
‘Operating joint terminals ; and
Merging railroads.

But to realize a major reduction in terminal handling expense, there is a need
in many larger cities to relocate the current trackage, relocate certain industries
to efficiently served industrial areas, and centralize yards. Yet I believe that such
major physical railroad rationalization projects can only be accomplished by a
governmental action. Further, I believe that such railroad terminal development
projects can bring as much benefit to individual communities and to the nation as
do ports and airports. Therefore I recommend that government undertake such

railroad terminal projects where they are needed and accepted by the vitally
interested parties.

would have the following objectives concerning railroads :
Relocate scattered industries into concentrated commercial areas with
efficient switch tracks and room for expansion.

Build efficient centralized yards from which all switch runs would
operate.
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Relocate connecting track networks to clear sizable real estate tra_cts.

Build connecting track networks with dual lines which will permit flex-
ible, efficient operations of competing railroads with smaller, more numer-
ous trains and crews operating in parallel patterns (rather thqn the tra-
ditional operations of larger trains and crews operating in series).

Build intermodal terminals of the size and type that can be operated
efficiently and accommodate the eight-fold increase in traffic now pljojected
for new bi-modal equipment. .

As a result of this recommendation, the FRA authorized a brief study of a
similar project that was successfully accomplished in Ottawa, Canada. The
report of that study, rendered in January, 1978, provided a number of lessons
that would prove helpful to similar projects in the United States.

My recommendation also recognized that such a major undertaking probably
could not receive adequate support if it benefited only the railroads and their
customers. Fortunately I believe that the program can also provide needed
benefits to our older major cities:

Create economically worthwhile unskilled, semi-skilled, and .skilled jobs
in the cities themselves.

Rebuild the belts of property which surround the centers of our major
cities with economically viable and attractive communities.

Finance the projects without additional burdens on the individual tax-
payer. Repayment of bonds would come partly from a rejuvenated tax
base and partly from user charges.

The problems of terminal facilities in our older cities have been mentioned
first, because of the long historical origin and their basic nature. Further, the
recommended solution addresses a major consideration in the expenditure of
public funds for transportation; namely that the portion of taxpayer funds
used to benefit a commercial transportation mode should be fully repaid through
user charges as the only way for the nation to meet its transportation needs
with a minimum expenditure of the nation’s labor and material resources. How-
ever, their resolution will take so long that other problems/opportunities whose
resolution can be more readily accomplished will now be discussed.

Complezity of the Railroad Industry

An analyst of the railroad industry will soon recognize the complex economic
relationships between the myriad of different output services provided by a
major railroad and the myriad of functions that must be performed in a major
railroad. Recognition of this complexity brings recognition of the inadequacy
of simplified answers to the “railroad problem.” The complexity occurs because
railroad operations include many functions that usually are not all present in
other transportation modes or industries : R

First is the wide variety of output services produced by any major rail-
road. The different commodities, in different packaging, in different equip-
ment, in different volumes, at different distances, over different routes be-
tween different origins and destinations represent the most complex output
mix of any industry.

Next are the complex relationships between traffic routing, car block-
ing, train sizes and other economic factors like terminal handlings, equip-
ment utilization, and service quality. These relationships are highly sensi-
tive to the variation in volumes to be handled as a multitude of origin-to-
destination movements are ageregated and disaggregated again and again
in order to take advantage of the economic advantages of moving individual
cars in train load batches.

Another complexity results from the need to interchange approximately
50 percent of originated traffic with a connecting road prior to delivery of
the traffic. In fact this interline traffic may be interchanged several times
as it moves across the country because of the ability of shippers to route
»th'e traffic through a wide range of interchange points. This results in a
wide multiplicity of interchange routes which seriously complicates car-
blocking and movement operations.

A major problem of the railroad industry is the large amount of long
term investment that is required. This fact is especially important in an
era of three major changes. First is the constant change in the volume and

- mix of the. demand for transportation, change that can eliminate the need

for a service. Second is the increasing rate of technological innovation,
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both within and without the railroad industry, innovation which can render
equipment economically obsolete before it is physically worn out. Third
is a continuing high rate of inflation which can double the prices of new
equipment in ten years.

These three situations cause the traditional accounting concept of deprecia-
tion to be misleading to railroad managements, stockholders, labor, and gov-
ernmental taxing, regulatory, and legislative bodies. Each is misled in terms of
the amount of pre-tax cash flow that is required to replace or modernize the
equipment and facilities needed to serve the shipping public.

The need for profit/loss statements by individual service—It is generally ac-
cepted that the first step toward resolution of complex problems is to analyze
both the individuality and the interrelationships of segments of the problem.
Quite obviously the use of broad cost averages has proven to be inadequate for
the identification and resolution of many railroad problems, especially its own
batch operating problems. Thus analysts of the railroad industry are surprised
that few railroads have addressed the problem of routinely determining the costs
and profitability of specific origin-destination traffic lane flows by commercial
service and equipment type.

However, the very complexity which required routine P/L statements has also
prevented the development of such statements until recently. Now the standard
cost center techniques, already proven in simpler industries, and the capabilities
of modern computers make such statements possible. In fact, prototype programs
have proven that realistic Service/equipment Traffic Lane P/I, Statements
can be produced on a routine basis.

In a letter to Mr. Coleman (see Appendix B) when he was Secretary of Trans-
. bortation, I proposed that the FRA support the refinement and adoption of such
statements. It was, and still is, my belief that traffic segment P/L statements
represent the most effective tool with which railroad management can increase
its own understanding of its business. Then management will be more able to
explain its needs to labor, to government, to stockholders, and to the shipping
public. These statements identify profit/loss problems and many of the underly-
ing causes which deserve management attention.

Low equipment utiiization; high empty mileage ; and high equipment in-
vestment expense.

Excessive terminal handlings and/or expense; excessive train expense;
and high/low maintenance expense.

Uneconomic price structures; low price levels; and uneconomic revenue
divisions.

Excessive track capacity; unprofitable branch lines; and excessive over-
head expenses. )

Fortunately, much of the needed activity and expense data already exists in
the computer files of many railroads and only needs to be extracted and corre-
lated with computer costing programs. Further, experience with carriers in other
transport modes shows that the discipline of pulling the individual data systems
together for P/L statements forces a cross-check of their accuracy and relates
them in a meaningful way.

A number of railroads are beginning to move toward the above type of cost-
ing and P/L statements for internal purposes. And a recent Request For Pro-
posals by the ICC indicates that it now recognizes that it can meet the mandate
of Congress for the “most accurate cost and revenue data” only by adopting
“standard cost center” concepts. Yet by limiting the reporting of such cost center
activity and expense data to “cost center categories,” the ICC can avoid two
problems of undue railroad accounting expense and undue disclosure of pro-
prietary information.

Where a lack of private enterprise information and understanding provide
barriers to change that can be beneficial to the nation, I believe that the develop-
ment of programs to overcome these barriers is a proper role of government. But
I believe this to be true only so long as the information, or procedures to develop
it, are offered as a service to the private sector to use as they see fit, rather than
as a basis for directive governmental programs. Certainly the work of the U.S.
Department of Agriculture presents a valid precedent for the provision of valu-
able planning assistance of this type of the farming industry over many years.
Indeed it is my personal conviction that the FRA is most effective in assisting
the railroad industry when it concentrates upon increasing economic intelligence
and understanding through analytical projects and the unedited publication of
the findings.
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Therefore 1 recommend that Congress give more support to economic r(.esearcp
of railroad operating patterns than to the restructuring of the inter-city rail
structure. Indeed, industrial engineering is needed as much as civil and mechan-
ical engineering. . .

The importance of provable traffic lane costing and profit analysis can hardly
be over estimated. Nor can the importance of pushing economic understandings
downward in the organization and outward into the field be over estimated. This
is because valid costs can be utilized to insure that rule-of-thumb productivity
goals truly represent economic efficiency. Such costs also can serve as a common
language to relate and knit together, on a factual basis, the diverse viewpoints
of specialized functional departments within a railroad. Perhaps most important,
measurement of performance on a hasis of cost and profit economics, versus pro-
ductivity statistics, can raise a railroad’s middle management personnel into a
cadre of trained and motivated cost center and profit center businessmen.

In fact it is my belief that the development of such an organization of business-
‘men will provide the greatest assurance that the railroad industry will be able
to “manage change” as is needed for the railroads to realize their economic poten-
tial for public service.

The need for realistic economic costing.—I mentioned earlier the problems cre-
ated by the large amount of long-life investment in the railroad industry. One
problem is that such investment obscures a “terminal cancer” until disaster is at
hand. I recommend that two approaches be used to resolve this matter.

The first is that the traffic lane P/L statements already mentioned be recog-
nized as a necessary “early warning” device which can alert management to
“cancerous” problems. Then the “early warning” information can be used to
resolve problems within management’s jurisdiction, or it can be communicated to
outside agencies as a means of gaining their cooperation when needed.

However, the costing used in the statements must permit the measurement of
the levels of profit that are appropriate to available decision alternatives. Here
three points need be made: A

1. The costing procedures should start with the allocation of all accounted
direct and indirect ICC Form R-1 expenses to the individual segments of traffic.
The procedure would utilize proven costing concepts for the allocation of com-
mon and overhead expenses to reflect as realistic a relationship of cause and effect
as is possible.

The proof of the procedure would be that an extension of the fully allocated
individual unit costs to the entire mix of traffic would equal the period’s R-1
expenses.

Next it is important to recognize that the above procedure was of value only
to prove the costing concepts. Indeed the unit costs developed thereby are mean-
ingless for decision making until they are either revised to “full economic costs”
or reduced to an appropriate level of “marginal costs.”

2. Step two is to develop more realistic costs for capital than are developed
along the traditional concepts of “physical life depreciation” but which fail to
give adequate attention to today’s more realistic considerations of “monetary
deflation” and “technical obsolescence,”

The current governmental approaches to the support of capital investment
through tax deferrals or credits (or through proposed payments to companies
without tax obligations) are based upon a statement of profits which are con-
sidered as fair game by consumers, regulatory agencies, and labor interests who
have not focused upon long term economic realities. As profits appear to rise
because they are displayed in the larger figures of deflated dollars, these inter-
ests claim a larger share because the gradual deterioration of railroad facilities
is not evident to them.

Thus there rises a need to change the calculation of profits so that the effects
of obsolescence and inflation are calculated prior to the calculation of profits. In
some industrialized countries. this apnroach has been implemented through the
adoption of arbitrary write-off periods of approximately ten years for the aggre-
gate of all investment.

While most railroad marketing departments now use replacement prices and
discounted cash flow techniques for costing equipment. this is not true for the
costing used by railroad operating departments as they evaluate alternative
operating patterns. Since none of the current capital costing practices appears to
meet all the needs of the railroads for costing of freight, locomotive and mainte-
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track maintenance), I recommend that a new research effort be organized. It
would develop sound capital costing practices and promote acceptance by the gov-
ernmental agencies involved. .

3. There are many management decisions wherein alternate courses of action
are better evaluated with the use of “marginal” or “partial” costs. Such costs
should still be developed under the above traffic lane costing concepts which
accumulate the unit standard costs associated with the cycle movement of a car
through the required cost centers (i.e., terminal, right-of-way, train, clerical,
ete.). However, the accumulation might omit the cash flow required for expenses
which are not directly related to the movement of the specific traffic and which
are covered by the revenues from other traffic. Or they might omit the cash flow
necessary to replace the facilities and equipment being utilized for the service.
Since today’s inflation and obsolescence often render Fully Allocated Form R-1
costs meaningless, I believe that any cost below a Full Economic cost should be
considered as a “marginal” or “partial” cost.

From the governmental view, the use of costs is of major importance in the
evaluation of the profitability of a rate for a traffic lane flow. In the 4R Act, the
Congress asked for costing that displayed whether a rate contributed to the
“going concern” value of a railroad. While such a contribution would result
whenever the rate exceeded the marginal cost appropriate to the particular
situation at the time of the movement, it might no longer make a contribution
when the situation changes. .

Therefore, I recommend that any rate which is based upon making only a
contribution over marginal cost be labeled a “temporary rate” and be assigned a
“re:evaluation date” for the earliest time at which it can be predicted that the
marginal costs will no longer be valid. Such a time could be the date when the
underlying facilities or equipment might need replacement, or when the cross-
subsiding traffic might terminate. With such notice, shippers would be made
aware that their plans should rely on that rate only for the period specified.

The need for systems analysis of railroad operations.—The complexity of rail-
road batch movement operating economics calls for systems analysis to plan for
efficient operations by determining the most economiec train sizes and routes for
the batch movements of cars. Systems analysis of this type has been proven
in manufacturing industries where it is used to control costs, and it offers les-
sons for reducing railroad costs. .

The reduction of total costs in manufacturing industries relates both to the
value of the inventory and to the start-up expenses of each batch production
run, Thus, consideration is given to the Economic Lot Quantity of production
batches, or ELQ. A low inventory value and high start-up expense indicates a
high production quantity. A high inventory value and low start-up expense leads
to smaller production quantities. ,

In railroad operations, where the production unit is the train, the inventory
is represented by the freight car equipment expense and the production start up
expense is represented by the terminal and train crew expenses. Therefore
the object of systems analysis in railroad operations is to determine the most
economic production quantity, i.e., the most economic train size for handling
each traffic flow.

In such an analysis, as shown above, it is necessary to begin by utilizing full
economic values for the equipment inventory rather than historical “book-kept”’
accounted costs. The use of this realistic, higher value for car equipment will
indicate an advantage for shorter, more frequent trains that reduce car wait-
ing times.

But each shorter train does not need to serve as many traffic lane flows as
longer, higher volume trains. As such it will bypass many intermediate terminals
and thereby reduce terminal expense as well as equipment expense. And shorter
more numerous trains may well facilitate bargaining with labor for smaller,
but more numerous crew consists. These short, more frequent, more direct train
concepts appear worthy of evaluation.

Further, shorter trains have been shown to be of benefit in a wide variety of
ways, especially in the east where distances are short. Service quality is im-
proved as door-to-door schedules are shortened, schedule Treliability is improved
as train delays are reduced, and cargo care is improved as lading shocks are
reduced through fewer terminal handlings and lower train slack forces. Loco-
motive investment costs are reduced as fewer locomotives are needed because



24

shorter, more frequent trains permit higher locomotive utilization. Indeed, the
full list of benefits is even longer.

In manufacturing industries, the second key consideration in determining
the most economic production batch size is the “start up” expense which is fixed
regardless of the batch size. When the tooling and machine set-up expense is high,
a large batch size is called for. But when these start-up costs are low, then a
smaller batch becomes more economic.

In railroading, the start-up cost of a train is primarily represented by the crew
costs which are now fixed for the length of haul for the train, regardless of its
size. High crew expenses call for long trains. These long trains incur the problems
of service quality and the high costs of terminal handlings and car equipment
delays which I have previously discussed. Yet smaller crew expense would make
shorter trains more economic, bringing the wide range of benefits which I have
also outlined.

Thus, systems analysis of railroad operations shows that the current expense of
4-man train crews represents the most serious barrier to the improvement of the
nation’s railway system. Just as a locked door presents a major barrier which can
be opened with a small key, so current railroad operating patterns represent a
major problem which can be resolved with a reasonable change in train crew work
rules.

The successful operations of trains with two man crews, without a caboose and
making full use of modern technology, has been demonstrated for years by the
Florida Bast Coast Railroad and in Europe where express trains are operated
safely with one or two man crews. In those cases, the new technology which has
been employed to eliminate the need for additional trainmen involves diesel loco-
motives, more reliable freight car wheel bearings, hot box detectors, signal and
interlocker systems, radio, location passing detection systems, computerized wheel
reports, ete. Note should also be made that the Florida East Coast Railroad now
runs trains much smaller than the national average, has increased the number of
train crews on both line haul and switch trains, gives reliable service, turns its
freight cars around rapidly, makes money, and has rebuilt its tracks (see Appen-
dix C).

The vital need to increase railroad productivity

Thus I find it necessary to address a railroad subject which has stymied rail-
road managements, which the DOT, the USRA, and the transportation committees
of the Congress have avoided, but which I believe now must be'addressed in the
interest of the nation as a whole. Not only do I say this in the'context of the rail-
roads, but also because the railroad issue mirrors similar issues in other indus-
tries, issues which this Joint Committee on National Economics can avoid only at
the peril of the nation. I refer to the lack of productivity of certain portions of key
railroad crafts which now restricts the productivity of the entire railroad
industry.

1. One of the major economic lessons of history is that control of the land has
usually rested with the people who were more productive in its use. It is these
people who generated the resources to resist invaders, or the people who eventu-
ally overthrew aggressors who gained temporary control but who lacked the drive
and wisdom to sponsor greater productivity for an extended period.

2. Another economic lesson comes to us from our own early frontier days when
families were virtually an economic unit by themselves. If a family was produc-
tive, they generally were well fed, warmly clothed and had comfortable housing
against the weather. Then it was clear that we lived only as well as we produced.

3. Today, in our complex society, all too often we lose sight of these truths, and
we each focus more upon getting a larger share of the nation’s wealth for our-
selves than upon the constant replenishment and expansion of that wealth. In such
a complex and confused climate, even though a fairer distribution of our wéll-
being appears in order, segments of our society too often are pitted against other
segments in a destructive type of internecine warfare.

The result in recent years is that we have been spending more than we create.
As such we are either cannibalizing the capital facilities and funds we inherited
from our forefathers or we are piling intolerable debts on our children.

Such practices could well be questioned on a basis of morality, but their continu-
ance in non-emergency times also risks the loss of our precious individual free-
doms from more disciplined forces from without. We must either choose between
guns or butter (as the Russians have chosen both military and commercial guns),
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or we must increase our productivity to the point where we produce guns, butter,
and a surplus profit of capital with which to wage progress in the reduction of
inflation and the creation of jobs.

4. As we have sought employment for everyone desiring to work, all too often
we have spread the existing work rather than identifying new jobs that are
economically worthwhile. And we have forgotten that it is the responsibility of
each individual and corporate citizen to finance his own needs through the pro-
vision of services deemed of value in the open market. As such, it is the respon-
sibility of these citizens to adjust to change so as to continue to be productive.
Employers who benefit from change have an obligation to assist their employee
citizens to make needed vocational changes, but for a limited time only. Beyond
this time, say a year for younger employees and longer periods for elderly em-
ployees, any further assistance must become a consideration of society in
general.,

In the railroad situation, obsolete facilities, obsolete management practices,
obsolete labor agreements, and obsolete regulation have reduced the railroad
industry’s productivity to a low level for too large a portion of its service. It
is this portion that is pulling the entire industry downward. In short, the quality
of so much of its service is so poor, and its prices are so inflated that it is losing
merchandise-traffic at a perilous rate.

So let us review the complex railroad labor situation in the hope that the
review will point toward a revitalization of our vital railroad resources, as well
as toward answers that appear needed throughout other areas of our nation’s
economy.

Productivity of railroad operating labor.—Now, let me say that I have always
heard favorable comments about the integrity of railroad labor executives. And
I know that they spend long hours at their tasks. Therefore, I can only surmise
that they are pursuing their resistance to change in the belief that they are pre-
serving the jobs of their worker members as best they know how.

I am sure that these key union executives have been surprised as the economie
facts have been explained to them over the past year by teams of shipper execu-
tives, namely that it is primarily the work rules that set in motion the chain
reaction of poor car supply, poor dock-to-dock service, and uncompetitive rates.
Yet, it is just this chain reaction that causes the loss of much traffic, causes mary
abandonments, and raises the possibility of an even faster loss of railroad jobs
in the coming decade than in recent years.

Further, in riding switch trains and working way trains, I have found that
some train crews are hard at work for a full 8 to 12 hour day and the workers
are paid on a straight time and overtime basis that is standard throughout in-
dustry. Certainly the over generalization charge of “featherbedding” cannot be
applied to these crews, expecially when they must accomplish their outdoor car
handling tasks on call, at odd hours, or in rainy and snowy weather.

Therefore, one must ask “why have a limited number of railroad operaticg
brotherhoods been able to perpetuate obsolete work agreements for so much
longer than other unions in other industries ?” While our recent reports to the
FRA outlined the causes in detail, I will comment on only two today.

First, the original work agreements appeared logical at the time they were
established, even if the underlying factors no longer pertain. One example was
the government’s establishment of train crew pay on a dual basis. The concept
of a day’s pay for 100 miles or for 8 hours’ work brought the pay of line haul
train engineers within 3 percent of the pay of local engineers in 1921 when the
railroads were under federal control. However, with today’s faster trains, line
haul train engineers can earn several 100-mile days of pay in less than a day,
and their earnings exceed that of local and work train engineers by 50 percent.

Second, because the nation’s economy could not stand a nationwide rail strike
of more than a few days, these monopoly rail unions hold the nation in a nego-
tiating stranglehold. An example of this situation is the immense pressure put
on the Congress and the Administration by the automobile manufacturers and
the food industry when a rail strike threatens serious disruption of their im-
portant activities. While this hearing does rot permit a discussion of the de-
tails of possible solutions to this vital issue, as was covered in the recent FRA
studies, I recommend that the issue become a primary focus of this Committee’s
future deliberations on “National Railroad Policy : Which Way Is Up?”

There is much to be considered concerning the adverse attitudes and climate
of railroad management-labor relations which Mr. Chesser, our next speaker,
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has stressed as the major barrier to improvement of railroad relations. We all
recognize that a negative psychological atmosphere can prevent logical agree-
ments. But, if Mr. Chesser will apply as much emphasis to publishing an un-
derstanding of basic railroad economics and then addressing the elimination of
outmoded work rules which cause so much of the railroad problems, it is even
more likely that logical, economic agreemerts can be negotiated.

Indeed, we must call upon Mr. Chesser of the United Transportation Union
(UTU) and Mr. Sytsma of the Brotherhood of Locomotive Engineers (BLE) to
get together and arrange for two man crews to operate shorter, more frequent,
more direct, and more numerous trains on the basis of hourly pay for a fair day’s
work. But his hourly pay basis should be without the wage surcharges that have
eliminated any economic benefit to the small size crew agreements that have been
negotiated for a few bankrupt railroads or for FRA intermodal demonstration
projects. .

To make such a request of the UTU and BLE leaders, however, would place
them in an exceptionally difficult personal position unless their worker members
have been given adequate data which clearly displays that the inter-terminal
train crew work rules are depriving other rail unions of jobs while depriving the
nation of more economic transportation.

Thus, I recommend & joint industry/government project for the study of this
issue and the development and publication of the study findings. Such a study
appears to be required before railroad management can clearly display to their
employees, as well as their union agents, that inter-terminal work rules represent
& primary cause of the railroad malaise. Once again, it appears important to
clearly identify the economic facts of specific traffic lane flows: )

1. The specific steps through which a typical car is supplied to a shipper and
through which the loaded car is moved from origin to destination.

2. Typical site-specific standard costs (both full economic and marginal) for
each step and the summation (both full economic and marginal) of those costs
for all specific cost elements : Terminal hardling; train movement; right-of-way
provision ; car equipment ; clerical ; and claims.

3. The railroad charges for the shipment, and a comparison of similar charges
from competing carriers and competing modes.

4. The door-to-door service time and reliability of the railroad, and a compari-
son of similar service quality measurements for other competing modes.

5. A projection of the effect on jobs of all railroad employees of the introduc-
tion of two man crews for shorter trains of all categories.

More economic and less political regulation

So much public attention has been focused upon regulatory matters, that I
only wish to make two points at this time. They recognize that in an earlier day
when traffic demand was rising, the railroads enjoyed such economic advantages
that loss operations could be overcome with highly profitable operations. Today,
this is no longer the case. Competition is increasing, shifts in traffic may make the
remaining rail operations uneconomic, increases in traffic can increase operating
complexity, and obsolescence and inflation increase a railroad’s needs for capital
in a time when it has difficulty creating its own capital. Indeed, the need for pri-
vate enterprse to create capital resources has taken a back seat to other public
interests in recent years. Yet these capital resources are needed to finance the in-
novation and expansion of the efficient, productive facilities which will be needed
for the U.S. economy to provide an improved quality of life while underwriting
the jobs of U.S. labor.

Social services must be fully paid.—For many vears. heavy burdens have been
placed upon the private enterprise railroad industry to provide uneconomic
public services without adequate revenues for the public transportation services,
and without receipt of public payment for non-transportation social services.
The result has been a gradual deterioration of the ability of the railroads to
realize their ull potential to serve the public interest with transportation services
wherein the railroad concept is economically superior to other modes. Today
the nation can no longer tolerate the regulatory forcing of railroads to carry
trafic at a loss. Such losses and inefficient operations must be identified and
their causes understood. Then internal methods must be sought to make them
profitable through increases in operating efficiencies. Failing this, rates must be
raised as high as the market will allow, but with notice that a service which
provides only a marginal contribution will be provided only as long as the under-
lying facilities last or the supporting traffic continues. Should government direct
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that a marginal operation be maintained as a social service, then data must be
developed which will support a public subsidy which will provide a full, com-
petitive ROI for the railroad operations.

The need for regulatory acceptunce of basic economics.—The laws of economics
are inexorable and are not to be denied, regardless of the time span needed for
them to work their will. While the investment of basic industries, like the rail-
roads, can obscure their demise for a long time, the day of reckoning cannot
be forever put off. Rate control for commuter services cannot be forever sup-
pressed below economic levels any more than rents for residential apartments
can remain depressed. In the long run, uneconomic rate regulation will cannibalize
the private enterprise investment until it must be replaced with governmental
equipment and facilities provided by the tax payer as has happened in both
commuter and housing activities.

While the power to regulate maximum rates carries with it the power to re-
place an industry’s private enterprise with a socialized capital structure, a word
of caution concerning public operation is in order. Even here the laws of economics
will eventually have their day, as in Europe where the burden of carrying labor
intensive, loss operations has now proven to be so intolerable that the govern-
mental systems are planning to drastically reduce losing services.

The need for management programs

Various recent studies of the week railroads indicated that they could not be
made viable by restructuring operations alone. Indeed, a wide variety of addi-
tional management programs would also be required in areas like marketing,
financial planning and organization. Such programs were included in the same
recent FRA report to which I have referred earlier in this statement. I ecall
attention to their importance, but have omitted them from this statement because
they do not appear to be a prominent concern of Congress.

APPENDIX A

REEBIE ASSOCIATES,
CONSULTANTS TO MANAGEMENT,
GREENWICH, CONN., October 11, 1977.

Mr. BROCK ADAMS,
Secretary, Department of Transportation,
Washington, D.C.

DeAar Brock : I am writing to suggest a partial, but realistic, solution to three
nationwide problems: unemployment, urban decay, and railroad obsolescence.

To reactivate the U.S. economy, we need only to draw upon the lessons of
history. When the U.S. economy was in its 1930 depression, national defense
programs provided an impetus to its reactivation. In the 1950’s, the government
established a national road building program which activated the post war
economy in a variety of industries. In the 1960’s the government established its
outer space research programs which realized similar results. Now, the nation
needs one or more basic programs which can realize specific objectives and also
send activating ripple effects throughout the economy.

One such program could be directed at revitalizing the nation’s energy efficient
railroads with programs that also address the nation’s urban employment and
renewal needs.

The problems

1. The nation’s railroads suffer from the inefficient urban terminal networks of
tracks and yards which were originally latd out in the late 1800's and early 1900’s.
Subsequent additions of spur tracks and yards were “tracked on” without re-
design of the original network. Finally, as some industries have departed, the
remaining industries are served with sparsely used tracks and yards which no
longer are economic to operate.

2. Around the active, central office areas of these cities lie belts of real estate
whose industry has largely departed. and whose commercial and residential areas
are decaying. As such, these belt areas have lost their capability of producing
tax revenues or providing attractive living and recreational facilities.

3. Living in these cities are people who are destitute for lack of jobs, people
whose welfare needs create a burden for the city, and people who turn to crime
as a means of activity, entertainment, or survival. There is a critical need for

yy-399 0 - 79 - 3
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jobs for unskilled and semi-skilled residents of these cities, jobs that are truly
economic because the outputs will be worth the expenditures.

A partial, but worthwhile, solution

1. Redesign the urban rail facilities to permit efficient and profitable railroad
operations with rates and service quality which will attract industry.

Relocate scattered industries into concentrated commercial areas with
efficient switch tracks and room for expansion.

Build efficient centralized yards from which all switch runs would operate.

Relocate connecting track networks to clear sizable real estate tracts.

Build connecting track networks with dual lines which will permit flexi-
ble, efficient operations of competing railroads with smaller, more numerous
trains and crews operating in parallel patterns (rather than the traditional
‘operations of larger trains and crews operating in series).

2. Plan to use the real estate tracts to build viable and attractive communities

which regenerate tax revenues.
Manufacturing and distribution operations.
Residential and retail store buildings.
Educational, cultural, and recreational activities.
3. Create unskilled, semi-skilled, and skilled jobs.
Initial construction.
Manufacturing and distribuiton operations.
Community activities.
Related services.
4. Finance the above programs without additional burdens upon the taxpayers.
Revenue bonds to be repaid from regenerated tax revenues and from
user charges for rail yards.
Current unemployment welfare funds and employment training funds.

I would sincerely appreciate your comments upon this suggestion. If enough
interest is indicated from those whom I have written, the first step would be
a modest study to investigate the potential for such programs in selected cities
like Detroit, Chicago, Cleveland and Philadelphia. ’

Sincerely yours,
. ’ ROBERT S. REEBIE.
APPENDIX B .

REEBIE ASSOCIATES,
Consultants to Management,
Greenwich, Conn., November 28, 1975.
Hon. WiLLiam T. COLEMAN, Jr.,
Secretary,
Department of Transportation,
Washington, D.C.

DEAR SECRETARY COLEMAN: It was a pleasure to read recent accounts in the
press of your stated desires to influence a rationalization of the nation's
railroads.

As one who has been active in the railroad industry for many years, I am
writing to request an interview with you to present a concept which can greatly
help the railroad industry rationalize itself, resolve its financial difficulties, and
realize its true potential for public service and a viable level of profits in a
period of increasing competition and inflation.

In fact, the absence of such a concept appears to be at the root of many
railroad problems such as low equipment utilization, high empty mileage, ex-
cessive terminal handlings and expense, excess line haul capacity, uneconomic
revenue divisions, uneconomic pricing, and unprofitable branch line and pas-
senger operations. Yet with this concept, many of these problems can be resolved
because of the light it sheds upon them, a light which often shows that imagined
conflicts of interests between carriers are truly matters of mutual interest among
connecting, and even competing, railroads.

Very simply, this concept enables rail, water, and air carriers to develop
realistic profit and loss statements for each important segment of their business
without massive additional accounting. We believe that the validity of this
concept lies in the fact that we have recently assisted private airline, shipline
and railroad clients to develop realistic &I statements (1) by service type
(ie., TOFC versus carload ,ete.), (2) by equipment type (i.e., box car versus
hopper car, ete.), (3) by origin-to-destination traflic lane, and (4) by market/



29

terminal area. These statements, which have withstood the test of critical review
by line operating managements, now give these modes, with their complex fixed
costs, the same management tools that have proven to be so valuable to the truck-
ing industry.

The results have shown a wide range of economic results, from great profit-
ability to abysmal loss. Also shown were the underlying causes of profit or loss.
As such, these P&L statements both point the way to resolution of railroad service
and financial problems and establish priorities for resolution, whether by. an
individual carrier management or by cooperation among two or more carriers.
Finally, these statements provide a method of documenting the reasonableness of
proposals needing regulatory approval.

With the aforementioned P&L statements, rail carriers often can work together
to realize the economic advantages that are inherent within the railroad concept.
They can swap lines, give trackage rights, operate joint facilities, change prices,
revise divisions, merge, etc., so as to overcome the inflexibilities of rail operations
which currently involve so much additional handling, poor service, low equip-
ment utilization and high expense as traffic is exchanged again and again (espe-
cially in terminal areas) between individual, Balkanized railroads. P&L state-
ments by traffic segment offer the greatest tool for rationalizing the railroad
industry into a limited number of competitive national systems. They can do
this by clearly displaying to railroad management and directors the disadvan-
tages of current route structures and the potential advantages of revised route
structures. Similarly, these P&L statements should greatly strengthen manage-
ment’s hand In displaying the desirability of change to railway labor and to
state and national regulatory agencies.

The concept recognizes that the primary responsibility for providing attractive
levels of service at sustaining levels of profitability rests with the management
of private resources employed by each carrier. It also recognizes that private
management generally can realize a much greater effect on carrier service quality
and economic viability than either external economic conditions or external
governmental agencies, provided that the following conditions prevail:

1. That carrier management has the information tools with which to measure
profitability and market share for each segment of its business.

2. That regulatory agencies permit competitive managements the freedom to
price their services and to operate with a wide range of flexibility limited only as
necessary to protect the public by insuring safety, avoiding discrimination and
fraud, ete.

3. That any regulatory requirement for a public service which is deemed to be
vital by a legislative body, yet which cannot achieve a full sustaining level of
profitability, be fully compensated by an additional subsidy to the users, voted
by the same legislative taxing authorities, such that the subsidized service not
burden any other carrier service which must be offered under competitive
circumstances. :

These P&L statements by traffic segment can help railroad managements over-
come the oft-heard criticism that they have not been as effective in rationalizing
the use of their resources as have been their competing highway carrier manage-
ments. However, such eriticism has failed to recognize that the management
problems are more complex than those of the simpler trucking industry, or
indeed those of any other major industry. First, there is the wide range of
service outputs in which different commodities, with different commerecial distri-
bution patterns, are shipped in different volumes. in different packages, in differ-
ent equipment, from different origins. to different destinations, at different dis-
tances. Next, railroads suffer the difficulties of dispersed operations in outdoor
weather conditions. Railroads also suffer the pricing pressures of a high invest-
ment industry with fierce intra-industry competition. And finally, railroads
operate under unusual external bressures of separate, highly organized labor
forces and of governmental regulations which are often ill-conceived.

Earlier above, I stated that railroad managements. when armed with realistic
P&L statements by traffic segment. can do much to rationalize and manage their
individual operations so as to realize sustaining levels of profit. They can do this
through the following steps ;

Delegating responsibility for profit downward into the organization and
outward into the field.

Raising local managers from the status of simple operating men to that of
profit center businessmen, thereby developing a cadre of profit managers.
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This utilizes the untapped mental resources and knowledge of local person-
nel in the pursuit of profit.

Providing an input of local level viewpoints as a cross-check to the cen-
tralized viewpoint of the corporate marketing, equipment, facilities, trans-
portation, labor relations, and public relations staff personnel, thereby
obtaining more profitable decisions.

Focusing attention upon the utilization of resources and capacity which
is so critical in a high investment, highly competitive industry.

Making more profitable decisions concerning the selective directional
solicitation of traffic via carload or intermodal.

As stated earlier, our confidence that realistic and useful P&L statements can
be of major value to the entire industry evolves from the fact that P&L state-
ments of the type outlined above have recently been developed for the nation’s
largest intermodal TOFC/COFC operation as well as for the more complex car-
load operations of a smaller railroad. These statements relied upon :

The type of data that is already available in the data banks and reports of
most major railroads. Where all the needed data is not available, we believe
that the additional information can be readily developed.

A well-tested and accepted costing model, for railroad and intermodal serv-
ices, which applies costing concepts that have been proven by a wide variety
of manufacturers and by profitable air, water, and highway carriers. Basic to
this concept is (1) a method for developing and applying expense factors to
the operation being analyzed, and (2) the allocation of expenses of both ca-
pacity that is utilized and capacity that is not utilized to the revenue traffics
that must be responsible for the expenses involved.

The above concepts can be applied either to the development of Profit and Loss
Statements for a past accounting period (month, quarter, year) or to the develop-
ment of Profit and Loss Projections for a future period.

In this matter, it is important to recognize that profit analysis should not be
judged on the basis of whether or not it portrays “pure truth,” for it cannot. It
should be judged instead on whether or not it leads management, at all levels, to
take those actions appropriate to the achievement of maximum profits at levels of
ROI adequate to sustain and expand the service where it is economically feasible.
In short, the analysis should be adequately logical and understandable that it will
create understanding of the basis for the profit or loss situation which prevails.
or which a future plan would develop. Only with such understandings can a
carrier management know when to expand a profitable situation or how to
correct a loss situation.

I sincerely believe that realistic profitability statements, by segments of the
business for which reasonable profit responsibility can be assigned, will become
the most important tool by which a railrrad management mavimizes the profit
potential of its system. I also believe that such P&L statements can become the
most significant tool by which the railroad industry rationalizes its own route
structure. Because of the critical state of the railroad industry, I believe that
this concept should be accepted and applied by each U.S. railroad within the very.
near future. As a first step in gaining this acceptance, I would like to discuss
with you our recent role in developing Profit and Loss Statements for railroads.
I look forward to the opportunity of meeting with you.

Best personal regards,

ROBERT S. REEBIE.
APPENDIX C

[From Railway Age, May 8, 19781
FEC: FLORIDA’S PRODUCTIVITY SHOWCASE
(By Luther 8. Miller, Editor)

Asked to account for the extraordinary success of the Florida East Coast Rail-
way in keeping costs and rates down and profits high, the average railroader is
apt to reply with a single word : “Labor.”

It is true that FEC, which operates under its own updated work rules (e.g.,
two-man rather than three- or five-man train erews, an eight-honr rather than a
100-mile day), has by far the lowest labor costs of any major railroad anywhere
in the world. FEC spends only 30 cents out of every revenue dollar on labor costs
(including fringes and payroll taxes). By comparison, the best labor ratio among
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carriers that operate under nationally negotiated work rules is the 42 percent
posted by the Southern. The industry average is around 53 percent—and some
northeastern railroads, including Conrail, are paying out between 60 percent and
65 percent of revenues in labor costs.

But that, insists FEC President Winfred L. Thornton, tells only part of the
story.

“Certainly, labor has made it possible,” observed Thornton during a recent in-
spection trip over FEC's superbly-maintained main line between Jacksonville and
Miami. “But the real savings is in car utilization.

“The industry gets 59 miles per day per car. Southern railroads get about 53
miles. On the FEC we get 88 miles—and remember, this is a terminating railroad.
Every car we handle we terminate. You can appreciate that it would be an even
better situation for a bridge carrier than just handled cars and did not have the
delays of loading and unloading.

“The utilization of equipment—turning it around faster and getting it off the
railroad—is really where the saving is. That’s the real money. And it comes from
running short, frequent trains.

“If the industry got that kind of equipment utilization, think how many less
billions of dollars of debt it would have; how much less it would be paying out
in interest; how much greater availability of equipment it would have for ship-
pers—who sometimes can’t ship on the railroad at all because they can’t get the
equipment.”

The word is “productivity.”—On the FEC, as ou every well-managed railroad,
the sacred word in management councils is “productivity”—and by nearly every
known measure, FEC is far ahead of the field (see charts).

Operating efficiency? The single most important measure of efficiency is the
transportation ratio, and it is here that the FEC shines like a beacon in a trou-
bled sea. On the FEC last year, the ratio of transportation expenses to operating
revenues was 26.7 percent ; the industry average was 39.2 percent.

On the other hand, FEC’s operating ratio in 1977 (74.2 percent), while it was
comfortably below the industry average (81.5 percent), was still higher than
that of a number of other well-managed roads—and for the best of reasons:

- FEC plows an unusually large portion of its available cash into improving its
track. In 1977, FEC's maintenance-of-way ratio was 29.3 percent ; for all Class I
railroads, the m/w ratio last year was 17.3 percent. As a result of this kind of
reinvestment, the condition of FEC's track today is the envy of chief engineers
all over the land. As of March 1, the railroad had 397 miles of welded rail and
229.6 miles of concrete ties in place. Automatic protection devices had been in-
stalled at 576 of the road’s 694 public grade crossings.

If the FEC had been content to be only “average” in track maintenance in
1977, it would have posted a considerably higher net income than the $6.5 mil-
lion it did report. Even so, Thornton points out with some pride, the railroad was
able to carry down 10 percent of gross to net.

An undroken record —No' dividends. Because the FEC does pour so much of
its earnings back into the railroad, and because FEC wants to keep its debt low
(funded debt was $17.4 million at the close of 1977 vs $45.5 million in 1963, the
vear the strikes began), the railroad maintains its unbroken record of never hav-
ing paid a dividend in nearly 90 years of corporate existence. (“Mr. Ball,” ex-
plains one FEC officer, “‘doesn’t want to start paying a dividend until he can do
So on a very firm and consistent basis.” The allusion is to FEC Chairman Edward
Ball, who at the age of 90 still works five days a week and half a day on Satur-
day. A touch of flu kept him home on the day of the recent inspection trip. In his
absence, FEC’s directors and a handful of invited guests were shown the railroad
by President Thornton, Senior Vice President Ray Wyckoff, and other officers.)

Ripple effects—The drastically altered labor situation that FEC won by stand-
ing firm against union demands during nearly 14 years of strikes has caused
ripple effects all over the railroad. Nowhere is the effect more dramatically evi-
dent than out on the road, where FEC now runs 10 or 11 through freights a day
in each direction, more than double the pre-strike number. (It used to take up to
15 men and a caboose to get an FEC freight from Bowden Yard in Jacksonville
down to Miami. Now it may take only two men—no caboose-——working an eight-
hour day plus perhaps three hours of overtime.)

Shorter trains operated with greater frequency have put the FEC in a far bet-
ter competitive situation than most railroads enjoy. FEC can, in fact, compete
so well with motor carriers that common-carrier truckers are among its best
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customers. Last year, FEC piggybacked 41,000 common-carrier highway trailers.
TOFC/COFC loadings accounted for 27 percent of all FEC traffic in 1977, com-
pared with 7 percent for the railroad industry as a whole. One reason for FEC's
success with Plan I piggyback, says Thornton, is that the railroad gets empty
trailers back to their owners, fast. “The truckers aren’t just talking about getting
a load out there—they want the empties back,” emphasizes Thornton. “They
couldn’t afford to run their business like the railroads run theirs.”

High scrvice, low rates.—FRC is not only a high-service railroad ; it is also
a low-rate railroad.

“We flagged out on several Ex Parte increases, particularly in intrastate traf-
fic,” says Thornton. “When you can hold your costs down, you can hold your
rates down, and you've got things going for you. The idea of continually raising
rates I think is disastrous. We cannot continue to raise rates and be competitive.
Private carriage is what’s going to take the business away from both the truck
lines and the railroads.” .

Can other railroads follow?—FEC has never been shy about suggesting that
the railroad industry should try to follow the difficult path it has blazed, and look
less to the federal government for bail-out money.

“There’s no reason,” says Thornton, “why the industry couldn’t do exactly
what we have done. I am not advocating necessarily that they do it the way we
did it, by a confrontation with labor—difficulties that lasted 12 to 14 years, with
all the sabotage and violence that we had. I believe the railroads must convince
the workers—and I think they would perhaps be easier to convince than the
labor leaders—of the potential growth that is within the industry, of the greater
job security that is possible for workers, if they were to change the work rules.

“All we're talking about is maybe 9 percent of the work force. They would
have to change the rules with respect to four things: the eight-hour vs the 100-
mile day; running through terminals; yard and road work separation ; and such
arbitrary things as starting-time rules.

“There might be an initial impact, but ultimately I'm convinced that you
wouldn’t have fewer employees—you’d just run more trains.

“This is not a supposition of what could be done. You can look at the FEC and
see what has been done.

“What you get in the way of increased car utilization doesn’t take any money
away from the union. It takes it away from the banker, maybe, and puts it back
into the industry. Look at the money that's made available to work on the track—
that makes jobs. Look at the money that's made available for maintaining cars—
that makes jobs. The additional trains that you can run will generate additional
traffic. Instead of being an industry that’s on a toboggan downhill, you eould
become a growth industry; instead of employment dropping from 114 million,
which is what it was when I started in the industry, to less than half a million,
which is what it is today, we might see the trend going in the other direction.”

A road-by-road approach.—Short of taking a long and bitter strike, how can
other railroads get started on the path that has led the FEC to productivity,
profits, and particularly in the conservative press to glory ?

“This might be heresy in some quarters, but I think individual negotiations
between individual railroads and their unions would be better than national
negotiations,” says Thornton. (Heresy is nothing new for the FEC, which with-
drew from the Association of Ameriean Railroads a decade ago when industry
sentiment seemed to be tilting toward binding arbitration. At least one FEC
officer thinks the industry should be grateful that the FEC has not rejoined the
club: “This way, we can be the industry’s conscience.”)

Thornton continues: “The Milwaukee move on reducing crew consist [RA,
April 10, p. 10] is a move in the right direction, but I just don’t think they got
the best deal they could have got.

-“When you have negotiations involving the whole industry, then you're invit-
ing intervention by the government. But if you do it railroad by railroad, and you
shut one down, it wouldn’t hurt anything.”

Thornton adds: “The laws are such that they favor labor. In the first year of
the FEC strike the employees received unemployment benefits. After that, they
would arrange to put an employee back on Railroad Retirement for a month, then
cut him off and put another one on, and thus they were able to extend unem-
ployment benefits for two years.”

This line of thought leads Thornton to a bolder proposal, though he concedes
it is probably not politically realistic: “In all equity, the unions ought to be put
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under antitrust. If the unions recognized that they would come under antitrust
laws, they would come in and negotiate.”

The FEC lcsson.—What can the rest of the industry learn from the FEC
experience? An officer of a midwestern road who has studied the FEC closely
puts it this way: ’

“The Florida East Coast demonstrated how much you can do if you allow
yourself not to be constrained by the way things have been done. You see all kinds
of things done unconventionally on the FEC, at all levels—in the mechanical
department, in operations, in the yards. One reason for this is that they brought
in “inexperienced’ people who did the natural things instead of embracing the
institutionalized verities that were there hefore them. Conventional wisdom
went out the window, where it so often belongs.

“The people who work in the FEC are safer, because a much better work envi-
ronment has been created. Their jobs are more secure, because the company has
gained operating flexibility that is attracting new business.

“The appropriate audience for touring the FEC is not railroad presidents,
but railroad union leaders. They ought to go out and look at the way things are
done on the FEC.” :

~ Senator McGovern. It is evident to you, Mr. Reebie, and me that a
“bandaid” approach is no longer going to do the job in helping the
national rail system. I would like if you could, for the record, high-
light what you regard are the key barriers or constraints on essential
changes in the industry. What are going to be the toughest problems,
the toughest obstacles we are going to have to overcome in this industry
to stimulate some of the changes that you see as being necessary ?

Mr. RegBre. Senator, the prepared statement I have I think identifies
about six major problems. I'he first one is to increase understanding of
the economics of railroad operations, how they operate and where
opportunities exist. That understanding is needed by the railroads
themselves and by the outside interests with whom they have to work.

The second point I made was we have to have some revision of the
terminal facilities in order to reduce the number of yard-to-yard
handlings required in some of our older cities.

The third is that

Senator McGovern. Some of those facilities are as much as 100
years old ¢ :

Mr. ReERIE. Yes. Some of these were built in the Civil War or before.
And all you have to do is look at the can-of-worms kind of network
we have in cities like Philadelphia and recognize why it is unprofitable
for ConRail to serve some of its biggest industries in those cities.

The third thing is for the railroad to try and rationalize some of
these problems themselves, without a rebuilding of the facilities, by
providing trackage rights, route swaps, terminal swaps and so on.
This is the kind of activity which the Federal Railroad Administration
is now encouraging in the Midwest and, in my view, is entirely
appropriate.

The fourth thing is to address the labor problems which force the
railroads to run long, inefficient trains.

The fifth thing is that the regulatory agencies can no longer be
allowed to force onto the railroads the provision of social services at a
loss to the ratlroads. That was appropriate in the days when the
railroads were monopolies and they could make up for the losses in
social services through their control of other traffic. Today that no

longer is possible because competition takes away the more profitable
trafhic.
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Therefore, instead of the ICC or other regulatory agencies being
able to require railroads to continue loss operations, it is my view that
any such action should be undertaken only by the legislative bodies
who represent the taxpayers who would benefit from a subsidy to
(t:gntinue social services that cannot support themselves at the fare

X.

Senator McGovern. In that connection, Mr. Reebie, where you re-
ferred to the congressional obligation, Mr. Simon makes this observa-
tion. I would be interested in your comment.

He says: ) ‘

It appears to me, from the inquiry I have made to date, there is really no staff
expertise in the Senate, Congress, or even in the various executive departments
who have the time or financial expertise to do more than look for a superficial
solution. We have already had too many attempts at these. It will take an
adequately financed and well organized study to do the job. Five million dollars,
or whatever the study might cost to explore the properties of the railroads and
identify a total merger formula—will save billions. The feeble political attempts
to date have cost us tens of billions.

I am not really asking you to comment on Mr. Simon’s statement
of a merger, the ICC pattern, but perhaps why we don’t have the
confidence in the Congress to look at this problem as expertly as it
should be. :

Mr. Reesre. I think Mr. Simon is addressing the same problem I
put as No. 1 on'my list, the need to understand as a basis for action.
The term “action without education” can be rather troublesome in that
manner as well. :

It is my belief that we probably have done a great many studies in
this Nation. But, unfortunately, some of those studies fend to get
bottled up from time to time by various agencies. What we really need
1s a culling of those studies to where we get down to the facts that are
in them and to have that culling publicized without the kind of editing
that frequently occurs in the administrative as well as the legislative
side of Government.

It 1s my feeling that there is need for this analytical, creative func-
tion. And I believe that the Nation has an ample precedent for this in
the way in which our Department of Agriculture for many years de-
veloped understandings of how to produce better crops and provided
the understandings to farmers on a basis that they could implement
voluntarily.

And so it is my agreement, basically, with what Mr. Simon has said,
that we do need more economic analysis in the transportation agencies
of the administration, and perhaps in the Congress as well. But that
information should primarily be provided to the industry for its use
In voluntary actions. Because my feeling is that such information will
encourage the actions that are needed under the private enterprise and
open market system, which we still have. -

Senator McGovern. I just wanted to say, both to you and to Mr.
Simon and other witnesses, that I think we recognize the limitations
on our professional competence in this area. But we do intend in the
course of these hearings to make them as analytical as possible.

We are going to resume these hearings in Washington in July
and again in the Midwest and other parts of the country. We are going
to be seeking out the investment people we can find in all areas of
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the rail industry so that we can put together a body of expert
opinion.

It may be that that will leave needs for a further study and further
analysis, both in the executive branch and in Congress. But I thought
this would be a good opportunity for me to say we are not looking for
any quick “bandaid” solution this summer. This is the beginning of
what we hope will be a more substantive and thoughtful analysis of
the problem.

Are there any other specific Government policies that you suggest,
Mr. Reebie, to arrest the deterioration of the national rail system ¢ Any
specific steps that you have that you want to just underscore here
this morning ? . )

Mr. ReeBIE. Yes; your questions have enabled me to make a point
about Government regulation that I consider critical. )

The second point is the fact that the power to control rates is the
power to destroy or the power to nationalize. All we have to do is to
look at the way rate regulations holding down the revenues involved in
commuter service prevented the railroads from providing adequate
equipment. Thus the service deteriorated to where the public, which
was calling for the service, had the money provided by governmental
agencies in the lump sum that was then necessary.

The same thing has happened in rent control where the holddown on
rents has eventually meant an inadequate supply of rental dwellings.

I think we see the same thing happening in electric power in the
Nation and other areas. It is my belief that the power to control rates
has, perhaps in years gone by, been misused by our transportation reg-
‘ulatory agencies. That power to hold down rates, such as to hold down

“revenues for branch line transportation just to cover the marginal cost,
is one of the basic problems that must be corrected.

Senator McGoverN. Mr. Reebie, I have been in the Congress now for
some 24 years. If my memory is right, in every one of those years we
have had a boxcar shortage, particularly out in my part of the country.
Every time a train comes in for service, there are pictures of grain
being piled on the ground backed up at the elevator and no cars. Some-
times a great search isstarted to locate the cars.

Last year, I understand, was the most severe car shortage we have
experienced in history. Why is this ?

Mr. Reepie. That is a subject that I feel somewhat at home on. When
I built the marketing department back at the New York Central many
years ago, in the early 1960’s, I found we were losing about $7 million
a year on our handling of grain. So we applied to that some ignorance
and some determination to find answers. And what we found out was
grain was grown seasonally, and that the picker-shellers were com-
Egessing the harvesting time of where this peak handling of grain was

coming even worse. And we found out there were no answers by
which the railroad could provide adequate equipment to haul grain at
harvest time.

Frustrated in trying to find an answer there, we turned 180 degrees
around and found that the consumption of grain was steady. We eat
wheat, bread, and pie crust pretty much year round, and we fed chick-
ens pretty much the same—year round. And we tend to export grain
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_pretty much the same the year round. Thus consumption is pretty much
level as a pool table.

So we decided to change the pricing structure in such a way that we
would encourage the storage, which must occur when you have seasonal
production, to be handled as close to the production area as possible.

Looking at the futures market and the merchandising of grain, with
the best grainman I could lay my hands on at that time, we found out
that the communication and the grain preservation technology of today
would allow the futures market to function with multiple deliveries.
So we started the uphill fight to change the whole distribution of grain-
to something that is truly economic.

To make a long story short, by doing our homework we created
the greatest change in railroad pricing in 100 years and ran it right
through the ICC, against an amount of opposition, 1 might say, with-
out an investigation, much less a suspension.

Within a short period of time the farmer was getting, I recall,
something like 4 cents more a bushel for his corn. The consumer was
paying about 9 cents less a bushel for their corn. And we had begun
to turn the operation for the railroad from a loss into a profit.

The key to the whole thing, Senator, is that when you must have
seasonal storage, it should be done as close to the place where the
seasonality occurs. Therefore, we could then move away from using
boxcars, which are a miserable animal to load and unload with grain
and which were used so they could be used for other freight at other
times of the year, to efficient hopper cars that shuttled on a year-round
basis from country storage elevators to places where the grain was
consumed.

We have done just the reverse in fertilizer, where production is
year round in factories but consumption on the farms is seasonal, in
the spring and the fall. So by understanding the basic economics and
doing the kind of creative staff work that Mr. Simon referred to; we
found answers which have yet to be fully implemented but which
I think represent, the answer to the problem you raised.

Senator McGovern. If we could gonow to another problem I alluded

to just earlier, you point out in your prepared statement that we have
in most of our major cities a problem of urban decay, high crime,
unemployment and, in many cases, that is the worst around the rail
areas, around the rail terminal areas. :
_ Could you elaborate just a little more on what you have in mind
in the way of a combination of revitalizing the terminals and at the
same time providing urban renewal, the upgrading of the real estate
property, the provision of additional jobs, both skilled and unskilled,
and also how you would propose to finance all of this? And if this is
a way both to revitalize the rails and the cities at the same time to deal
with urban decay and unemployment, I think it is an extremely valu-
able proposal. It has to be given extreme consideration.

Mr. Reesie. One day, Senator, I flew from New York to Washington
and en route I tried to find some railroad yards and intermodal termi-
nals. Because I knew where they were as I left the New York-New
Jersey area, and Baltimore, I could find them, but only after some
searching because they were small and highly dispersed.
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I then looked at the port facilities, which were tremendous, which
were modern, well laid out and eflicient. And then I looked again at
the airports and found even more of the same kind of thing.

What I am suggesting is it is high time we recognized that these
valuable resources, the national railroads, should receive the same
kind of treatment.

I say in the prepared statement that we should relocate scattered
industries into concentrated commercial areas with efficient switch
tracks, and thus would not require as much relocation as one might
imagine. Then we should build efficient centralized yards from which
all switch runs would operate. After all, this is what some railroads
did—TI forgot exactly when, but around 1960. In Buffalo, N.Y., they
built a central yard which got rid of 13 smaller yards.

Senator McGovery. Wouldn’t that run directly counter to the
present movement of industries, away from the cities and into the
suburban areas?

Mr. Reesik. I would hope it would do just that.

Relocate connecting track networks to clear sizable real estate
tracts for redevelopment on a sound tax basis and build correcting
tracks with dual lines which would permit smaller, more numerous
trains and crews, of competing railroads, operating in parallel pat-
terns rather than larger trains and crews operating in series.

I mentioned Philadelphia, but all you have to do 1s look at Detroit,
where all tracks cross at grade and you see long trains waiting for
one another, and you understand the problem rather quickly.

Finally, to build intermodal terminals of the size and kind that
can be operated efficiently and accommodate the eightfold increase
which we now forecast with our new intermodal equipment.

As a result of this recommendation we did take a look at the project
in Canada. We have learned of more in the United States. And we
found out from those projects that we must recognize that the relo-
cation has to be moved forward in such a way that multiple benefits
are realized.

I think what you can do is create economically worthwhile, unskillea
jobs as the construction goes forward and semiskilled and skilled
jobs in the cities as you attract the industry back to this belt around
the center city. We can rebuild the belts of property which surround
the center of cities into economically viable and attractive communi-
ties. All you have to do is look to the West Side of Chicago and see
the opportunity for development there.

Fortunately, I think we can finance the project without great
additional burden on the taxpayer. The upfront money can be pro-
vided with revenue bonds which can be paid off through a wider tax
?ase] and with user charges against the railroads who would use these
Facilities.

I might say this is perhaps one area in which public ownership of
localized facilities might be in order. But I think it brings forward
a lesson, Senator. The taxpayer funds used to benefit a commercial
transportation mode should be fully repaid through user charges as
the only way in which the Nation can allocate its transportation
traffic so as to meet its transportation needs with a minimum ex-
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penditure of the Nation’s labor and material resources, and as the
only way we can get an economic transportation system.

Mr. Sweeney. I wonder if I might comment on that.

ConRail, primarily under the auspices of the Government staff,
had a meeting roughly about 2 weeks ago in Philadelphia with the
participants being the cities’ mayors as well as the Department of
HUD and Transportation.

That meeting was the culmination of about a 6-month planning
effort to be initiated, I think, by us and by John Gunther of the U.S.
Conference of Mayors, the idea being to bring some implementation
to the ideas Mr. Reebie has brought forth here.

We have gotten commitments from the Secretary of Commerce to
utilize substantial EOA funding for some of the projects that are
involved as well as substantial commitments from the mayors them-
selves for urban renewal funding for similar ideas, with the railroad
portion of the funding coming from the freeing up of valuable lands
that it owns for developmental purposes and be able to make its con-
tribution to the rest of the development by those cash generations.

I think Mr. Reebie has been talking about this for some time, and
I think he will be pleased to know it has been having some result.

Senator McGovern. Mr. Chesser, do you want to take your place
over here at the table?

While Mr. Chesser is getting his papers ready, I think we will turn
to the ConRail concern here and we will give you a little time to get
your thoughts collected, Mr. Chesser.

Mr. Sweeney, I want to say, first of all, that nothing I say here today
represents any personal animosity to you. I understand you are not
here as the chief operating officer, the chief management authority
of ConRail. You are here because of Mr. Jordan’s unfortunate absence.

But there are some observations I want to make about ConRail
that I suspect are shared by a number of my colleagues in the
Congress.

If you care to make a general comment about those things when
I am through, you will certainly have the privilege to do so. Mean-
while, I want to make Mr. Jordan’s letter to me this morning a part
of the record. Maybe I should just read it: :

JUNE 27, 1978.

DEAR SENATOR MCGOVERN : The attached press release confirms that ConRail
has witnessed a significant event. The departure of ConRail’'s President, Mr.
Richard D. Spence, requires that the responsibilities he discharged be given
immediate attention in the interim in which a successor will b selected, either
by myself or by other ConRail officials. :

I am sure you will understand why this will prevent my attendance at your
hearing this morning. Mr. John L. Sweeney, vice president for Government Af-
fairs, and Mr. Ronald M. Dietrich, vice president for law, will represent me in
any capacity that you deem appropriate. Mr. Sweeney will read my statement,
if you so wish, and either he or ‘Mr. Dietrich is authorized to respond to any
questions which you may have.

I very much appreciated your courtesy in our telephone conversation last
Wednesday, and your reassurance that the mission of the hearings was as
outlined in your original invitation, not as erroneously reported in the press.
Thus, I am disappointed that this sudden emergency precludes my presence.

Sincerely,
v EpwARD G. JORDAN.
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Senator McGovern. I would like to make the press release that ac-
companied the letter that I just read and the prepared statement of
Mr. Jordan a part of the record. I don’t see any point in reading the
testimony. It will be available as part of the record.

[The press release and the prepared statement of Mr. Jordan fol-

low:]
CoNRAIL PRESS RELEASE

June 26, 1978

The Board of Directors of Consolidated Rail Corporation anounced today that
Richard D. Spence is leaving his position as President and Chief Operating Offi-
cer effective immediately.

A search for a successor is being initiated.

PREPARED STATEMENT OF EDWARD G. JORDAN, CHAIRMAN AND CHIEF EXECUTIVE
OFFICER, CONSOLIDATED RAIL CORPORATION

Senator McGovern, I would like to begin my comments on the rail industry by
reading from a report prepared by a special committee appointed by the President :

“The major factor in the present distressed condition of the raiiroads is the
low volume of their traffic. A tontributing factor is the depressed character of
many of their rates. Competitive modes of transportation are partially responsi-
ble for the former and almost wholly responsible for the latter. To the extent that
the inroads made upon railroad traffic and revenues by other modes of transpor-
tation are not due to natural advantages which the latter possess, but are attrib-
utable to artificial advantages aceruing to their competitors as a result of govern-
mental favoritism in any respect, the railroads have a right to object. Such
favoritism now exists in pronounced degree in the important matters of regula-
tion, taxation and subsidies.”

The special committee was appointed by President Franklin D. Roosevelt ; the
report was written in response to a charge of “consider the transportation prob-
lem and recommend legislation ; it was issued in 1933.

More recently, and prior to the creation of ConRail, the United States Railway
Association in both its Preliminary and Final System Plans said:

“The Association believes that with the proper expenditure of funds, a good
management, more flexibility in pricing its services, and relief from debilitating
losses from unprofitable branch lines and passenger services, we can forecast a
profit for ConRail that would be about equal to the average rate of profitability
for the major solvent railroads in the nation. Even these carriers, however, earn
only a marginal return on the investment required and the gross volume of
business conducted ; ConRail can do no better.”

USRA added :

“Whether this result can be brought about, however, will depend on many
other factors outside the planning process. . . .

“The economics of the industry cannot be changed overnight . . . Others will
have to share in the creation of an environment favorable to an economically
viable rail system for the nation. . . .”

Ultimately, economic viability for all transportation is a function of a realistic
recognition of the necessity for the industry, and those who use it, to pay its
costs and permit it to obtain a reasonable profit.

The basic problems confronting railroads, then, are not new to us today. Much
has been said about what needs to be done; substantially less than that has
been accomplished.

Therefore, in reflecting on the message which I believe is of greatest value to
the Subcommittee—and to a vital national resource, the railroad industry, there
are two specific points deserving specific focus:

First, there is ample evidence that fundamental changes are not occurring in
the economic environment of the rail industry—and there is equally ample
evidence that the basic problems of the industry remain much as in 1938; and

Second, that ConRail has made real progress in rebuilding the physical com-
ponents of the rail system it inherited—but it also continues to be faced with
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revenue, service and cost problems which, while larger in scale, are nonatheless
symptomatic of the entire industry.

The overall health of the rail industry is poor, its profits clearly cannot
sustain the continued replenishment of needed capital. A recent study shows that
cash flow in the industry represents only 70 percent of capital expenditures vs.
189 percent for manufacturing generally. The net working capital for the rail
industry was only $340 million in 1976 and the situation worsened in 1977. Ratios
of coverage of fixed charges for the “strong” southern and western railroads
was 3.16 in 1973 and dropped to 2.85 in 1976. And the ICC reports that, without
considering ConRail, deferred maintenance and delayed capital improvements
in the industry totaled over $4 billion at the end of 1976.

Profits does seem to be an increasingly distrusted word today—and the rail
industry does seem to be on a course that will minimize it. But the lack of profit—
of return on investment—will increasingly pose a real economic burden on the
nation. For the rail industry’s investment needs are immense. I have previously
cited the ICC’s estimate that deferred maintenance in the industry exceeds $4
billion. In addition, the industry’s future new equipment and fixed plant capital
needs have been estimated conservatively as $35.6 billion (excluding ConRail)
for the next 10 years.

The industry’s rate of return on net investment offers little encouragement for
securing such capital. In 1974 the industry’s net investment was $28.8 billion
and its return on that investment was $778 million. By 1977, the figures were
$27.6 billion for net investment, a slight reduction. But the return on that invest-
ment was $343 million, less than half of what it had been four years earlier.

The most obvious factor in the rail industry’s economic plight is the simple fact
that revenues continue to decline relative to costs. This results from the inroads
of competitor modes of transportation having less restrictive regulation, from
the consistent lag of rail rate increases compared to the impact of inflation and
from regulatory inhibitions on rail rate initiatives based on equating supply
and demand. The impact of the revenue problem is particularly severe in the
rail industry because of its capital plant requirements and operating
characteristics.

Nonetheless, there are some relatively healthy railroads. But the uneven level
of financial return within the industry indicates the impact which industry-wide
regulation has in suppressing the ability of individual railroads to design opera-
tions, costs, services and revenues to best meet their needs and to serve their
shippers most advantageously. Regulatory actions which thus stifle the dynamics
of the marketplace are not protecting the public. Rather they will inevitably
expose the public to having only the choice between the inherent inefficiencies
of a deteriorated rail system unable to serve the economy’s needs or the un-
imaginable burden of a publicly maintained and operated rail system insulated
from the corrective pressures of the marketplace. This is the dilemma from
which the public has every right to expect to be protected. And avoiding that
dilemma basically means that the railroads—and all forms of transportation—
must be given a freer hand in establishing levels of service and rates on a basis
related to the costs involved and the value of the service to the shipper.

Let me cite an example: There is a severe boxcar shortage throughout the
United States. In the case of ConRail. boxcars represent 24 percent of our
total freight car assets. They produce 27 percent of our freight revenue. But...
they generate just one percent of the total freight contribution to meeting long-
term variable costs. And that one percent is mainly due to only a few of the
commodities moving in boxcars.

So, one must conclude that it is basically uneconomic at this time for Con-
Rail to purchase new general service boxcars to help alleviate the shortage.
How can one justify investing $30.000 in a car which, under present regulatory
conditions, will never pay for itself?

At ConRail a program is being developed to attack this problem. It in-
volves substantially increasing backhaul traffic in boxcars, which can increase
revenues, eliminate empty car mileage, and in so doing significantly increase
contribution to meeting long-term variable costs. But special rates on backhaul
traffic will be required to meet and beat competition from other modes. And
the decision as to whether such rates can be established is dependent—not on
C?nllllaillgceconomic judgments—but on those of other railroads, trucks and
of the N
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It was concern over the impact of ICC regulation which led to Congress’
enactment of the “regulatory reforms” of Titles II and IIT of the Railroad
Revitalization and Regulatory Reform Act of 1976. While these reforms were
enacted amidst high hopes that they would eliminate the most serious regula-
tion-induced costs and inefficiencies in the railroad industry, experience to date
strongly suggests that these goals have not been achieved, nor is there much
to suggest that further progress will be made.

Thus the revenue question, in all its variants, is primary. Some intra-industry
action can be taken—such as changes in revenue divisions which are of par-
ticular interest to ConRail. But such approaches to redistributing the wealth,
while obviously necessary, will not change the industry’s profit picture. In total,
the “wealth” is not there. The real answer lies in creating added strength for
the entire industry by attacking root causes of basic problems which have
provoked its decades-long decline.

The problem of redundant railroad plant structure offers another opportunity
for positive action. I know of no experienced observer, who does not feel that
we have far too much railrad plant in the United States to be efficient and
productive. One of the areas where Government assistance—including regula-
tory reform—could be most effective would be in providing incentives for
eliminating redundancy in this overbuilt system while maintaining essential
services. Any plant rationalization should go hand-in-hand with necessary pro-
tection for labor. That same philosophy, in regard to labor, should prevail for
industry changes being sought to improve operational productivity.

The accuracy of the challenge enumerated in the 1938 report is perhaps best
marked by what has happened in the 40 years that it has stood unanswered. It
seems quite certain that the trends of those years indicate the rail industry
10 years from now is going to be far different from what it is now: Will it be a
stronger, leaner, economically viable industry which reflects the demands of the
marketplace for service and efficiency? Or will it be a government directed sys-
tem designed to maintain the problem at public expense?

Some glimpse of the answer to those questions will undoubtedly be seen in
ConRall over the next few years.

ConRail is now 27 months into its mission. I'd 111\e to offer a capsule assessment
of how far we've come and where we are:

Thus far, ConRail has made progress toward its basic goal of stabilizing rail
service in the Northeast. But that progress has not been as fast as we or others
would like.

The substantial physical work ConRail has performed in the last 27 months—
in rehabilitating and restoring plant and equipment—has had less impact than
expected because of the large proportion of marginal plant and equipment which
is continuing to deteriorate and to hamper ConRail operations. As compared to
the Final System Plan, ConRail has rehabilitated more track, repaired and
acquired more cars and more locomotives than was projected. Moreover, ConRail
started even further back than expected with fewer cars, more deteriorated
equipment and a lower revenue base. In addition, there has been the impact of
two severe winters and a record coal strike.

The overall problem of improving performance and achieving adequate serv-
ice levels has turned out to be more complex, more difficult and more costly than
first contemplated.

In the face of all of thls—l e, the tremendous impact of the negatives-——we
believe that the potential to make significant progress has been established. And
even in our most pessimistic moods, we are convinced that ConRail is the most
appropriate vehicle for moving forward in the attack on the rail problem in the
Northeast quadrant of the country.

But, we also know that such a predietion is fragile in view of the many im-
ponderables about us. ConRail cannot succeed by its efforts alone. The external
factors I've noted underscore the unknowns that are ahead for ConRail and
the entire rail industry.

Thus. not only ConRail. but all concerned with railroading must be concerned
with the manner in which basic problems in the industry are so routinely
perpetuated.

In a real sense, ConRail’s creation has prowded time for all aspects of the rail
industry to regroup and to reexamine its pervasive problems. ConRail’s mission
is to attack those problems in a very specific context and to solve them ; and also,
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hopefully, to demonstrate what needs to be done to restore the health of rail-
roading in the United States. .

In regard to those factors over which ConRail has control over its own destiny—
upgrading its physical capability, improving its service, marketing its px:oduct
with new strategies which utilize the limited capital we have to work with in the
most constructive economic manner—ConRail believes it can measure up to the
task. But in the context of changing the way in which it is doing business, ConRail
must also seek a significant change in the manner in which outside forces impact
" its destiny, and the destiny of the rest of the industry.

The economic-trends in our industry permit no other course, and we should all
take heed of the warning signals those trends are sending.

Senator McGoverN. Let me just make some other comments.

I think, unlike other railroads, the massive investment of the tax-
payer dollar of ConRail imposes a clear responsibility to adequately
inform Congress and appropriate Federal agencies concerning the
nature and intent of problems confronting the system. I can say that as
a longtime member of the Committee on Agriculture and on the Com-
mittee of Foreign Relations, when problems develop with foreign
policy, the heads of those agencies will inform the appropriate con-
gressional committees as soon as possible.

Also, I have an article that appeared in the Wall Street Journal
today. I see Mr. Spence’s departure as chief operating officer of Con-
Rail is mentioned. Without objection, I would like this article, which is
a little more complete than the press release I just made part of the
record. 4

It was not stated whether Mr. Spence resigned or whether he was
dismissed. The reason, as mentioned, was with respect to operating
employee dissatisfaction. This hardly constitutes responsibility to
Congress. The responsibility of the regulatory agencies for Congress
was to supply $2 billion to sustain ConRail 2 years ago.

[The article follows:]

[From the Wall Street Journal, June 27, 1978}
CoNRaAIL SAYS PRESIDENT Is LEAVING His PosTs

PHILADELPHIA.—Consolidated Rail Corp. said that Richard D. Spence, 53
years old, “is leaving his position as president and chief operating officer effective
immediately” and that it will search for a successor.

" (Spokesmen for the congressionally sponsored railroad declined to elaborate on
Conrail’s terse announcement, and Mr. Spence and other top Conrail officials
couldn’t be reached for comment.

Mr. Spence, who before joining Conrail in 1975 served as vice president, opera-
tions, for Southern Pacific Transportation Co., had overall responsibility for
Conrail’s day-to-day rail operations. However, long-range planning and general
corporate policy are in the hands of Conrail's chairman and chief executive offi-
cer, Edward G. Jordan, a 58-year-old former insurance executive.

Little is known about the personal relations between Messrs. Jordan and
Spence, but there has been a great deal of conflict between some lower level op-
erating and planning employees. Generally, the operating employees complain of
what they consider excessive meddling by officials who report to Mr. J ordan, many
of whom don’t have rail backgrounds.

Lately the news from Conrail has been uniformly grim. The railroad sustained
a net loss of $366.6 million in 1977, and for the first quarter of this year it re-
ported a loss of $216 million.

Moreover, Conrail, which is funded with $2.03 billion of federal money, has
asked the government to kick in another $1.28 billion to support the railroad in
its quest for profitability. E
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A spokesman for the association said he was unaware of any overt pressure
from the agency for Mr. Spence’s resignation. However, he added, a recent
Railway Association report on Conrail's performance “obviously was a factor.”
That report, sharply critical of the railroad, vowed that the association will push
for “increased communication” with Conrail’s directors on issues including “the
effectiveness of Conrail’s management. . . .”

Senator McGovern. Here we have the largest single rail system in
the country propped up by a massive and unending investment, and
it suddenly announces the departure of the man responsible for daily
operations. In a similar incident ConRail, without explanation, fired
R. P. Wille, assistant vice president for auditing, last February,
shortly after the emergence of the W—2 payroll problem that we have
heard about for some time.

In January 1977, a full year before ConRail found itself with 15,000
undeliverable W-2 tax forms on its hands, the Department, of Trans-
portation determined that ConRail’s predecessor, Penn Central, was
spending about 40 percent more than other railroads in terms of labor/
cost/revenue ratios. A month later the DOT met with the U.S. Rail-
way Association to ask whether the association had examined Con-
Rail’s labor costs to ascertain if this labor/cost/revenue ratio still pre-
vailed. Last November, an ICC financial analyst concluded that Con-
Rail was spending 50 percent more than other railroads to perform a
given amount of track maintenance and repair work.

The Senate Appropriations Committee, which was considering a
$300 million appropriation for ConRail, was not informed of Con-
Rail’s payroll problem until I found out about it earlier this month and
one day before the mark-up in the legislation. It was only then Con-
Rail submitted an agenda, a totally unidentified four-page statement
to the committee, explaining the problem, and nothing of the briefest
reference to a Federal Grand Jury investigation which had been under-
way for months as a result of ConRail’s refusal to provide the Inter-
state Commerce Commission with documents pertaining to the payroll
problem,

In fact, up to this point ConRail officials were making outright de-.
nials to my staff that they were even aware of any investigation or any
payroll problems in the ConRail system.

One can hardly call these circumstances a flattering portrait of Con-
Rail accountability to Congress and to the American people.

We need an explanation of why, according to ConRail’s own state-
ments, you deny the continuing existence of a payroll problem after
DOT, ICC, the Justice Department, and the U.S. Railroad Association
were aware of this possibilty.

Equally. if not as important. ConRail failed to notify the Congress
long after its discovery. I would also like to know if Congress continues
to use this payroll distribution system. If not, what alternative method
isbeing used.

As I indicated here earlier, we have had what seems to be a serious
demonstration by ConRail of lack of accountability, the sudden can-
cellation of Mr. Jordan’s appearance here today. I realize it is neces-
sary to elect a successor to Mr. Spence. But it might be useful for the
top management officer, so heavily subsidized by the taxpayer, to at-
tend a public hearing and explain what happened. That might be a

44-399 0 - 79 - 4
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good place to begin, educating the Congress and the public as to the
reasons for these abrupt changes in management.

The payroll problems and other things I think both the Congress
and the American people are generally concerned about. As I said, Mr.
Sweeney, I don’t want to be unfair or unkind to you personally. You
are at liberty to make any response that you wish here this morning.

Please proceed, Mr. Sweeney.

STATEMENT OF JOHN L. SWEENEY, VICE PRESIDENT FOR GOVERN-
MENT AFFAIRS, CONSOLIDATED RAIL CORPORATION, ACCOMPA-
NIED BY RONALD M. DIETRICH, VICE PRESIDENT FOR LAW

Mr. SweeNEy. Thank you, Senator. ' o

I would like to address several points that you raised. The first, I
guess, is that we consider ourselves fully accountable to the Congress
and we believe we have discharged that responsibility.

In the last 4 months Mr. Jordan personally, as well as a number of
other witnesses, including myself, have testified before both Houses of
Congress on almost countless occasions. Needless to say, we consider
our primary accountability to be to the committee, which has the au-
thorizing legislation.

Mr. Jordan appeared before both the House and Senate Commerce
Committees. He subjected himself to the most broad and varied ques-
tionings. He has appeared before both Appropriations Committees
which handled the ConRail appropriations. He answered whatever
questions were offered there.

We have received countless inquiries from those committees on sub- |
sequent days, a total of 170 questions for the Senate Appropriations
Transportation Subcommittee, a statement that reached about a half
inch in height when it was submitted. :

I was not informed until the day before, which is apparently the time
that you all began to understand it, that there was a so-called ConRail

. payroil problem. First of all, it is not a payroll problem. It is a prob-
lem of undistributed W-2 forms.

The railroads that preceded ConRail, of which there were six, as you
know, had a system under which the W-2 forms were handed out with
the paycheck in January. And so years and years could go by without
ever firming up the right address for the employee who was receiving
his check.

It was a bad system internally. There was no requirement we receive
back from him an updated address.

When the finance department decided last summer to revise that sys-
tem, there was no way except by this process to begin an updating of
addresses. That is why we had the 14,000 undelivered W-2 forms. All
but 600 of those have now been delivered. We have yet to find the first
instance of fraud. If anything, what we may find is we have a number
of employees who are either unaware of their Federal, State, and local
tax responsibilities, or in some cases—and we don’t make this as any
assertion, but it can be the case—are ignoring those responsibilities.

But we have not yet found a phantom on the payroll.

Senator McGoverw. I don’t challenge for a moment the statements
that you made that your first obligation to the Congress is to the au-
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thorizing committees rather than to this subcommittee and the Joint

Economic Committee, although I might add the responsibility of the
" Joint Economic Committee is to look at all of the major economic prob-
lems before the country and perhaps try to see them in a more inte-
grated way than is possible with some of the single authorizing
committees.

I think, as Mr. Reebie pointed out here a moment ago, there is an
overlap in the problems of the rail industry as it relates to unemploy-
ment and inflation and overall economic conditions.

But the point I make to you is even if we were to grant this—and
I don’t grant this on the evidence I have seen so far, that there is no
hanky-panky in the way pay is being distributed in ConRail and other
parts of the rail industry—why wasn’t the Congress informed of this
earlier. Why didn’t you go to the Commerce Committee and the Ap-
propriations Committee with this information? Why also did officials
of ConRail tell my staff just a short time ago they were not aware of
any problem of that kind and that no investigation was in progress
when in fact the Justice Department and the Federal grand jury were
in operation at that time?

Mr. SweeNEY. Senator, I believe that question was answered by that
official, who is an—I am not going to say junior or senior—attorney
in ConRail, who was not expected to know that such an investigation
was done in Congress. I did not know until the letter came from
Congress.

Senator McGovern. This is one of the probiems of having you here
rather than Mr. Jordan, because we really need to talk to the top man.

Mr. Sweeney. He would not know, either.

Senator McGovern. He would not be aware of an investigation at
this time?

Mr. Sweengy. This was not an investigation, as far as we were con-
cerned. We had 14,000 undelivered W-2’s,

Senator McGovern. Didn’t you know the Department of Justice was
looking into that problem %

Mr. SweeNEY. Several of our attorneys knew.

Senator McGoverN. Just the legal division ?

Mr. SweenNEey. The legal division and the finance department. It was
not a high-level problem of any kind.

There are a number of reasons I think you would understand. I
would like to expand on the responsibility of ConRail.

I doubt there is any railroad in the country—I’'m not absolutely
certain, with the possible exception of Amtrak—that is even remotely
under the day-to-day scrutiny that ConRail is. We have a team of
resident ICC aunditors and a team of GAO auditors, a unit responsible
to the Congress, that has done for the Congress numerous reports
on questions raised by the Congress, such as validity of our response
on the Poughkeepsie Bridge and various others.

. Our people did not regard this as anything other than a processing
problem. How could we take 14,000 undelivered W-2 forms and get
them out to the people who had to have them in order to file their
income taxes?

While that problem was going on an ICC investigator noticed it
and asked for the data. The ICC people said, “Hey, we nead this
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information to fulfill our responsibilities under the law. We said that
we were not going to take the time to reproduce 14,000 items for you.”

Unhappy with that response, it is our assumption he went down to
the Federal grand jury and alerted them about an inquiry. We are
unaware what happened. ) )

I think Mr. Dietrich, who is here, may know a little bit more about
it than I. .

Mr. DrerricH. I don’t think so. The only thing I would add is this
type of investigation of ConRail, as in any corporation, is conducted
by an audit staff, which necessarily has to be operating without the
cognizance of most of the people in the organization. As Mr. Sweeney
pointed out, not everyone would know what was going on in this
situation in response to the questions of your staff. The attorney who
happens to be on my staff was totally unaware of it.

ConRail has cooperated completely with the attorney’s office. And
we are going forward.

. Mr. SweenEy. They are cooperating fully with the House subcom-
mittee, which has asked for all the data that is available. And we are
submitting it to them.

Senator McGoverN. Mr. Sweeney, as one who has not sat through
as many of these investigations as my colleagues, have, I still find it
puzzling that an organization that discovered 4,000 employees for
whom they didn’t even have addresses and then 10,000 W—2 forms
that came back in the mail that were undeliverable, it would strike
me that such a situation would raise some serious concern regarding
the possibility of wrongdoing and the suggestion that phantom em-
ployees and other possibilities that should have been brought quickly
to the attention of the Congress exist.

The members of your organization that my staff talked with over a
month ago were H. H. Parret, legal counsel on labor law, and Mr. Joe
Palmer, the chief labor negotiator, who said they had no knowledge of
this problem at all or any aspect of it.

I am not questioning their statement. Tt is a serious problem. We
have to be serious on the service. It is one that Congress should have
known about earlier than it did.

I would like to proceed now with Mr. Chesser’s statement.

Mr. Al Chesser is president of the United Transportation Union and

an important labor executive of many years; we are happy to welcome
you to this subcommittee.

STATEMENT OF AL H. CHESSER, PRESIDENT, UNITED TRANSPOR-
TATION UNION

Mr. Cresser. Thank you, Senator.

The future of the railroad industry, I think, has been studied by most
everybody in Congress. I think it probably has been studied by more
sponsored seminars than any other subject. But never to a conclusion.

We have talked about all the problems in the railroad industry and
transportation. And somehow or other at the conclusion they get lost.
I think the future of the railroad industry in this country simply
translates to nationalization or a continuation of private ownership,
if railroad management and Government desire it to be so.
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We are doing business as usual. By “as usual,” I mean 50 years ago,
at least. Not many changes. o

Now, as I speak, I would like for the record to show that this is a
large industry. It is impossible to speak on specifics of each individual
railroad. They are not all comparable. )

I submit that there is a great deal of difference in management on
some railroads as compared to others. o

If my remarks are taken to be an indictment of the entire industry,
then I submit that that is wrong and not intended. But I speak in gen-
eral terms of the entire industry. )

I think that it would be a mistake to talk about the future of this
industry if the subcommittee did not really analyze the problems of the
past, the mistakes of the past and those mistakes that are prevailing
today.

Inythis industry we have always had, to some degree, varying on
different railroads, the very problem of labor-management relations.
The record can speak for itself.

There is somehow still the old idea, conceived in the South and.
spread throughout the country, that we operate under a master-slave
plantation sort of labor-management relationship in this industry. It’s
like back in the Gould and Harriman days, when one vice president
tipped his hat to another and an employee was fired if he forgot to.

Those kinds of relationships can absolutely bankrupt an industry.
Any industry. Not only the railroad industry. .

We have had the past few years, 5 possibly, an improvement in
labor-management relations through a program that was brought
about by my own union because conditions had become so unbearable.
We certainly don’t like to see our industry mired in the mud.

Let me make this statement : I take no pleasure in pointing out the
problems of this industry and what I think are problems of manage-
ment and those in the media and others. Car and equipment suppliers
seem to think when a labor leader in the railroad industry speaks out
about the real problems, that he indicts management ‘because it is a
fight between labor and management.

That is an absolute fallacy. Let me say to you that is this union
that T speak for—and I can speak on behalf of the entire railroad
labor movement—we would be foqls to say to you this morning, Sena-
tor, or to your subcommittee, or to the Congress, that railroad manage-
ment should be indicted or sent to the penitentiary; that the only
people with halos around their heads are in labor; that all of these
ills are here for them; or that labor is trying to break the industry
through requests and demands. :

Stop and think. Don’t let those people be foolish all their lives. We
want a viable industry. I say to you that railroad labor by proof, by
documented evidence, has done more for this industry in the last 10
years than any segment of management. The record is there to look at.

In the U.S. Congress, by passage of certain legislation and other acts
taken by labor, I would like for the subcommittee—well, we will come
to the subcommittee. I would like any other body of the Government
to get into a real investigation and 100k for the American people, be-
eause they are entitled to know.
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No more of this propaganda. Yes, we have inefficient management.
That is one of the main things that is wrong with these railroads
today.

I take no solace whatsoever in seeing the president, a vice president,
a trainmaster, a superintendent, dismissed from the industry. What
%‘ooqldoes that do us? None at all. They are human beings. They have

amilies.

I say it is the practices they came up under. They have been living
under them for 50 years and more. And we are trying to do business
under those practices today. And it will just not work any longer.

Competition among departments within the railroad industry is
rampant. The subcommittee should look at this. The personnel depart-
ment and operating departments, where there is very little com-
munication, where a personnel department sits down with railroad
labor, makes agreements, passes them on to an operating department,
and that operating department executes them.

And in most instances according to their interpretation, even though
they were not there or present or even had a representative present
during the negotiations or when the rule or the agreement was made.
They immediately violate the agreement and understandings. This
kind of competition and lack of communication is carried on in every
department of management, generally speaking.

I understand that that kind of competition can be good to a certain
extent. We will try to do better in this department than you did in
that department. But I think what has evolved here is that kind of
competition, and that kind of communication is one of the problems
in the industry today causing extremely bad service. This industry,
evei)li.with all of its problems, could be a better service industry to the
public.

I have heard shipper groups. I have listened to them. I have talked
with them, discussed the problems with them. Most every one of them
tells me that in today’s world they are not interested so much gen-
erally in receiving a carload of merchandise or a carload of supplies
5 hours after they ordered them. They want to know from the railroad :
when will this carload of merchandise reach me? If it is ordered on the
1st day of June, can you get it to me by the 10th? If not, by the 12th?

But when the 12th comes, the car is not there yet. Those kinds of
commitments should not be made. This is not an unusual situation, the
shippers tell me, and these groups tell me.

They want it delivered when the railroad says they are going to
deliver it. Because their inventory regulates their business and the
railroad carriers and other forms of transportation are competing
against inventories today.

The railroads have never learned that the customer is king.

Delay of trains. Railroad labor shows disgust at this sort of thing,
where we see trains lay around in yards, cars laying in yards 2 and 3
days. Somebody is waiting for that merchandise.

Why do they lay there? Well, one reason is that trains may come in
there with 50 cars, or we may have a train come in a yard and that
train has to be classified, and you don’t have 200 cars to go west out
of New York City to Los Angeles. So we just wait. We just wait until
we get sufficient cars.
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However, there is a truck running down the highway with less than
a railroad car of freight and it has two people on it. Maybe a small
trailer behind it. He is not waiting for four or five loads. He has to
go. And so the customer has found himself wanted by the truckers.

The inefficiency of handling cars in the yard. The operation of crews
in the yard, management calls this featherbedding, Senator. Call a
crew for 10 o’clock in the morning. And many times that crew never
gets out of the yard until 2 o’clock in the afternoon.

The crew sits there and waits and waits and waits. Now whose fault
is that? We are supposed to have communication today even on the
railroads, a communication that indicates to a dispatcher, to the rail-
road management, the very time that a train should arrive there. He
should know where that train is every minute, every hour of the day.

And so we call the crews and they lay there. It is costly. It is not
only costly, but many, many times these crews hardly get out of the
railroad yard until they have to stop because they have been on duty
12 hours already.

Now they are going to say.to you, Senator, this is an unusual case.
Is it? I say to the Senator, let us investigate all of these things for
once, once and for all. Let us let the public know the truth.

Distribution of cars. This has always, as long as I can remember in
my 39 years in this industry, been a problem. It doesn’t matter whether
times are good or times are bad, whether the carrier is about to go
into bankruptcy, whether he is making money. We still have bad
distribution of cars. It is brought by inefficient management in trans-
ferring the cars that they do have from one carrier to the other.

Are they hiding them or are the cars held over here on some side
track because they are going to use them a month from now ¢ Are they
in the South waiting for harvest of a certain kind of agricultural prod-
uct that won’t be ready for 30 days when they ought to be out in Kan-
ssas ready to haul the wheat for 30 days and then come back to the

outh ¢

We have a right to question this performance. As we sit here today,
we have 50,000 cars a day short. Right today. That is based on unfilled
orders. Those are not my figures, not my statistics. Those come out of
the Interstate Commerce Conimission.

You are going to see this year, Senator, the greatest car shortage that
has ever been seen on the railroads. You are going to see one of the larg-
est locomotive shortages.

I don’t indict management for all of these problems, not by a long-
shot. But I do say to management, it is a poor management team that 10
years ago, even 5 years ago, didn’t have somebody on board in that
management team who could look down the road and see what the
national product will be 5 years from now. At least hazard a guess.

Are we in a depression, a recession? Is business pretty good? You
know, most businesses can at least get some kind of a judgment on this.
Not the railroads.

1 There are other reasons, I say, but these are mistakes in this in-
ustry.

Our interchange between railroads. Seventy percent of all the rail
traffic in this country is interchanged from one road to another. Qur
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cars in this industry, Senator, spend more time in the yards, in inter-
change, than they do on the road.

_ Railroad cars only handle revenue freight about 11 percent of the
time. To me that is a disgrace. Eleven percent of the time. No wonder
they can’t afford to buy cars.

You hear a lot of excuses for that. It is on this point and all other
points I don’t want the subcommittee to take only my word and my
testimony. I want to see a real investigation. No more of that bicker-
ing back and forth to see what is right and what is wrong.

I say to you that the railroad industry has given more business away
than they have lost to competition through these areas right here that
I have discussed today. These are problems that are not labor related,
1n any way whatsoever.

I want to offer for the subcommittee’s perusal, Senator, some reports
here which are called the Final Reports of the St. Louis Terminal
project.

This is a project that came out of our labor-management relations
program. This 1s a project where, finally, through agreement with the
Department of Transportation, labor organizations and the railroads,
through the Association of American Railroads, we agreed to go into
the St. Louis Terminal to find out what the problem was, why you
can’t get freight through this terminal.

In many things I have said, management was part of this. I would
%ike for the staff to just review this. I want you to see where the prob-

em is.

We had some problems on one or two rules with labor. They are cor-
rected today. We had a problem in Chicago when they were building
the Sears building and all of those new buildings that happened to
come at the same time. It took the railroads 5 days to haul sand, gravel,
and steel across Chicago.

I will tell you who corrected it. The record is there to look at. Our
general chairman on the Chicago Northwestern. And he made an agree-
ment with management, and now we go across Chicago in 4 hours,
Senator, not 5 days. The record is there for this subcommittee. And
T hope they will take a look at that.

You know, I guess things sort of become a habit. It started with
management back in 1959 with the featherbedding charge. I'm sure
everybody read that.

We couldn’t compete with their kind of advertising: television,
radio, and newspaper ads. We don’t have that kind of money in our
unions. This.cost was picked up by consumers. They wanted railroad
business. So everybody was called a featherbedder. Our rules were
called antiquated with the consumer money.

The media don’t know much about what they speak, but they parrot
this thing. Every once in a while they get diarrhea of the mouth when
they get an opportunity.

So we go on until this featherbedding thing builds and builds and
builds. You really get sick of this sort of thing because the propa-
ganda is never supported by facts. Everybody, if you will notice, in the
media, those that write and those that quote, always have the same old
story. It never varies,

About railroad labor, Senator, the one thing they forget to say is
that in the last 6 to 8 years, all of the rules that have been changed
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they have called antiquated rules, and here today they are still whining
and crying about antiquated rules.

I see one here by Mr. Reebie. T will get to that in a second.

Senator MoGoverN. I am going to give you a chance. I will raise a
number of the questions that Mr. Reebie made, Mr. Chester, and you
will have a chance to reply. If you could complete your statement,
t}}llen it will give us a little more time to get into some of these other
things.

Mr. CuEsser. I want to get into rules. How many people have heard
about the antiquated 100-mile day? They can’t work more than 100
miles. They get paid a day’s pay for 2 or 8 hours.

Well, let me tell you that the record shows today it takes a freight
train longer to get 100 miles than it did 20 years ago because a lot of
tracks are down in mud.

They told us a few years ago, “We can’t live with this sort of thing.
We can’t live with it.” What did we do? Do you remember when we
did away with the 100-mile day and let you Tun 300 interdivisional
miles. We made a rule.

There aren’t one-third of the railroads in the country today that
have the managerial ability to put that rule into effect. We like it
across country because it provides better jobs. We are moving freight.
Crews get to stay home longer than they do on a hundred mile job
where they are home very little. You are there to sleep and get right
back on the job.

This hogwash about this 100-mile day—that is just what it is, hog-
wash. The public is never told this. I wanted the record to stand
up to be examined.

YARD RULES

Railroads say, “We are stymied by antiquated rules.” Well, ‘you
know, one reason they say that is we have an arbitrary rule that says we
will be paid so much for heing held out of a terminal. Railroads claim
that is featherbedding. Whif%, we are sitting out there waiting, it is
an arbitrary we don’t want. We don’t want the money. We don’t want
the delay. We want to come on into the yard.

It is bad management that keeps that train out there. If T had a
yardmaster, a train superintendent that couldn’t do a job better than
that, he wouldn’t be there in the morning. Because we can take any
switchman out there and he’d have sense enough to get a train off
the main line into the yard.

You park the train and then we have to get some crews and put
it over here. We took care of that. Now a train that is a solid train
that comes in off of onc railroad that has to go to another never stops.
The crew just goes right over there and takes the train over for him.
Those are some of the antiquated rules.

They were mostly arbitraries. They negotiated that if they don’t do
this, they won’t be paid. If they had done it and lived up to their
own rules, then they wouldn’t have had the problem of all the delays.

Senator, I would like for this subcommittee—some committee of
Congress—I want to see the conglomerates of holding companies ex-
amined. You are talking about a%ittle Sunday school picnic when you
talk about W-2's compared to what I think you are going to find in
the conglomerates.
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Who started them? Do you remember the Chicago Northwestern?
That railroad is flat broke. But it had money enough to buy some
industries and start a conglomerate. And then when Ben Heineman
got through with it, bless his soul, he wanted to sell it to the employees.

Well, T don’t want to buy that kind of stock. I hope they are all
right. I have no problem with that, except one thing. I just want to
know—I would like to know about these holding companies, these
conglomerates that were started with railroad moneys, these railroads
that were broke and somewhere in their treasury they found enough
money to buy a panty hose business or Coca-Cola or some leather goods
and started another business. I want to investigate if they are a
stranglehold on this industry or is it all right.

The ICC started an investigation a few years ago into the Kansas
City Southern industry that was never finished. Nobody has heard
a word from them. Not one. I would like to see it finished.

If that is a cancer, let us cut it out. If it is good, let us keep it. But
why are we so afraid to let the U.S. Congress examine this thing ?

I read Business Week. I like to read that magazine because I like
to see what corporations are doing. I read “Executive Suite” in that
magazine. I want to just make you a little comparison.

You talk about featherbedding. The most secure place for an execu-
tive today is to get to be a railroad executive. I want you to point out
to me, anybody, just how many executives—I am talking about the
entire industry now—have been changed on account of when the board
of directors looks at the balance sheet at the bottom line of the opera-
tions—I don’t think they ever look at the operations—they are dis-
appointed. But the executives stav right in office.

They promote failure in this industry. “He might not be doing a
good job, but we will make a vice president in marketing of him and
put him over here,” they say.

You think I am not speaking the truth? Let’s investigate it. I want
to see a real investigation. About the only thing that is definite is
death and retirement.

I don’t see that in other corporations. None at all. So I say let us
look at it. What are these incentives they get paid for? Incentive for
what ? Incentive for bankruptcy ¢ I want to see some of that.

I will just say to you that railroad management is tired, worn out.
untrained. I don’t really blame most of these individuals. I don’t
question their integrity, their character. I know a lot of them. They
are good folks. They have not had the opportunity. Those who are
coming up through the ranks right today, they have not had the op-
portunity of the right kind of training that other industries give
their executives.

They do the same as their predecessors did. They operate the same
and say it is labor’s antiquated rules. Let us see if it is. I am willing
anywhere, any time. That is our problem.

I am going to hurry now, Senator. You asked about national trans-
portation policy. That is a big joke in this country. We don’t have any.

Senator McGoverw. I said that when the hearing opened this
morning.

Mr. Cuesser. I'm glad you did. Then they will all believe me on this
score, maybe. :
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I think, Senator, the Congress has to bear the burden. I think they
are like Nero. They fiddled while the transportation system crumbled.
It is all transportation that has really suffered. We just have a shadow
of a system here. I will say you could get good management tomorrow,
perfect management on any railroad, and in many instances they
couldn’t compete. We can’t compete in this industry.

We have to have some changes. Transportation is so important that
it can smother even a community. We have had experience with this in
Watts in California. The real problem that started Watts was that the
people couldn’t get out of there. Those who worked in housework,
those women couldn’t get out of Watts. There was no transportation
of any kind when the Southern Pacific pulled out their commuter
system. All transit stopped. They were frozen there. They had no
carrier.

When I am talking about transportation, I am talking about how
you get in and out of New York City to come to work. I am talking
about how you ship freight from New York to Los Angeles, whether
it is by airline or whether it is by railroad.

I think the Congress—I guess they are like all of us—only reacts
to emergencies.

Well, we have an emergency. They didn’t act until all the railroads
in the industrial Northeast went bankrupt. Whether or not two or
three individuals stole the money, as has been charged and as I cer-
tainly do believe because I went through those hearings, I think they
stole the money. Tt is gone now. We have not done anything to prevent
a repetition yet.

Congress has not done anything to keep that from happening to-
morrow. So we have ConRail, good or bad.

I am not arguing the merits of it. I think it’s good, Senator. There
are a lot of problems over there. They have to be ironed out. I think
Congress can help do it.

We have another ConRail problem coming out in the Midwest. I
think legislation should be passed immediately to transfer the high-
way trust fund into a national transportation fund.

Why the highway? Of course, I know why. The asphalt people, the
concrete people, the rubber people that manufacture rubber, all of
those people. That’s why. But here many of us never have an oppor-
tunity to get onto an interstate system. Whenever we buy a gallon of
gas to go fishing or to come to work we are not taking that interstate
system. But we pay a tax to support the trust fund. _

It should be given a lot of thought to make this a national trans-
portation fund.

Nationalization, we should have nationalization. That should be
studied. I have been quoted as saying that. T never said it in my life.
I said: “Tet us look at it.” Are we like McCarthy with the Commu-
nists? Hell, I would like to know him, to see him, whether T hate him
or love him.

Nationalization. What would it mean to this country? I think it
means chaos. We are going down that road. One of these days we will
have to do something.

Roadbeds. T think this. Senator : Either immediate rehabilitation—
and again I emphasize that I don’t say it is all management that
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caused it at all. I reemphasize that. The roadbed, the track, some-
thing has to happen. There has either got to be an influx of money
here, that these railroads don’t have, from somewhere, or it has to be
Government ownership just like Federal highways, with the highway
system owned by the Federal Government and user charges placed
on them,

And I am sorry to take up so much of your time.

Senator McGoverN. I do want to get into some of these points that
were raised earlier. The basic thrust of your critique, I believe, has
been directed toward mismanagement of the rails.

Without going over that ground again, serious criticism of railway
labor practices have been made by Mr. Reebie in his statement that
was prepared for this hearing. I had hoped that your travel schedule
gvouldapermi‘t you to be here to hear it, but we understand you were

elayed.

Consequently, what I would like to do is try as fairly as I can to
restate some of the critiques that Mr. Reebie made about the work
practices and give you a chance to comment on those.

He stated, among other things, that analysis of railroad operations
show that the current expense of four-man crews represents the most
serious barrier to the improvement of the Nation’s railway system.

And he advocates reduction of the crew size to two, something he
says the European railroads have done and demonstrated safety, and
the achievement is to have substantial savings. :

What is your reply to this proposal ? '

Mr. Cuesser. I am sorry Mr. Reebie had to leave the room. I will
make an explanation along with my statement.

Mr. Reebie had a bad dream last night. He has those kinds of night-
mares, He is a railroad supplier.

Maybe if T were in his place I would be doing the same things,
because he has a new car he wants to sell to the railroad industry.

First, let me say this: Comparing our railroads to the European
railroads in any way you want, they are all subsidized by the Govern-
ment, mostly nationalized. Mr. Reebie didn’t mention that, did he?

Two-man crews on all railroads in Europe? That’s not so. That’s
not true. But I don’t care what is in Europe. That doesn’t make a
whole lot of difference to me. We have never studied this country’s
operation. I am not interested in European transportation. I am inter-
ested in the United States of America.

Over the kind of railroads that we have, the terrain over which we
operate, whether or not it is safe, we have one of the most unsafe
industries in the United States in the railroad industry, second only to
mining. :

We ride some death trains, and the communities permit them to go
through. Some of that is the railroad’s fault and some of it is the Gov-
ernment’s fault. Nevertheless, let us look at the whole spectrum.

Now, as to crew operation, well, the carriers talked about a national
rule. We said, “No, we have been through that once. We spent 10 years
on it,” and the court said it was not a subject for national negotiations.

Because what happens in the State of New York, what kind of rail-
road operation you have on ConRail in New York has nothing to do
with the kind of operation you have out in Utah and Colorado and
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those States. If we are going to talk about crew consist nationally we
are willing to talk about it. In fact, we have made an agreement on
that. There are trains out there today with two men on the crew. And
they are running 20 cars and getting more business every day.

Senator McGover~n. What would be the objection, then, Mr. Chesser,
to extending that two-man crew principle elsewhere? Do you think
there are areas where there would be an appreciable loss of safety if
you reduced from four men to two

Mr. Cuesser. Oh, absolutely. That is one of the principal concerns,
and the evidence is there to look at.

I will ask anyone on your committee, on the staff, to get out in the
yards and work with us. Through trains that operate what we call out
on the main line—do you want to talk about crew consorts? I think
some of those trains can operate with less than four people. Let thein
withdraw their request for national handling. And within 3 weeks the
union can make an agreement with them on the number of people that
work on that train.

Senator McGovern. Your concept as railway labor leader is if you
See areas where you can cut the size of the crew without decreasing the
danger, you are willing to go that route without losing operating
efficiency ?

Mr. Cuesser. Yes. We don’t want to give all the productivity con-
trols to the railroads. I know we can’t do that. I would like to have a
say on that. It was on our Milwaukee agreement. We will talk about
productivity.

Senator McGoverw. In that connection, Mr. Reebie observed in his
prepared statement that the economies achieved by the Florida East
Coast Railroad, which included the reduction to two-man crews have
enabled that line to increase the number of crews it employs.

Do you agree with that observation, because Florida East Coast
employs moré people than it did ?

Mr. Cursser. If I did, I would like that man in the white coat to
come through the door and get me. I am sorry but Mr. Reebie is still
beating a dead horse. That is going to help sell that car of his.

We have been down and taken pictures of it, Mr. Reebie. You better
investigate before you make any more statements about the Florida
East Coast Railroad. Yes; they operate with a two-man crew and a
conductor. .

What he forgot to tell you is that there are a couple of train mas-
ters on there or a stationmaster to help them. They don’t call them
trainmen or brakemen. They just put them on the train. So you don’t
have two crew members as we know them today, an engineer and a
conductor. Where are all the rest of those pitiful hangers-on that are
riding on that train? What are they doing on there? If it is such a
great operation, why do they have them ?

It is a 800-mile flat railroad. T suspect he could automate it and
have noone on it.

Old man Ball, he doesn’t account to anybody. He has defied the
United States and Congress and all its laws. Look at the laws. You
know that, Senator.

And if you had two men on the railroad, that would be fine, if it
was true. When they get to a yard and have to do some switching, well,
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the agent turns into a switchman. The trainmaster turns into a switch-
man. 1 get kind of sick about hearing this, Senator. I really do. We
don’t have them in our union at all any more and wouldn’t have.
_ Senator MoGoverN. I'm going to give Mr. Reebie a minute to reply
in just a moment. .

Mr. Cuesser. 1 welcome a public debate.

Senator McGovern. Mr. Reebie asserts the terms of shippers have
told key railway union executives it is primarily work rules that set
in motion what he calls the chain reaction of poor car supply, poor
dock-to-dock service, and uncompetitive rates and ultimately raises the
prospect of accelerating the loss of railroad jobs by continued abandon-
ment and loss of traffic.

I assume you are one of the railway labor executives that have been
so approached. If that is true, have you responded to the findings of the
shippers on these complaints about workloads?

Mr. CuEesser. I have not seen any shipper executives. They have a
representative committee, one from Pet Milk, some from other in-
dustries. I don’t right now recall all of their names.

So help me God, if I was going to get shot with a 0.82 right here, I
never heard of that accusation before. Mr. Reebie must have slept out
on the sidewalk last night. He didn’t have a soft bed.

I never heard of this kind of an accusation before. Never in my life.
That the shippers accused us of car shortages. They never said this to
me. They gave me some examples of work crews and crewmembers. And
those examples don’t even exist in this country. We didn’t have any
of the kinds that they gave me.

This poor car supply, Senator, just a little bit of realization. We are
responsible for poor car supply. Isn’t that something. I would like to
correct the mistake, if we can get you some cars. My union, we have
some under trusteeship.

Do you want to buy some? We will sell you some. We have tried to
help these railroads. :

Poor dock-to-dock service. I can take you here in the yards today.
Do you know who the biggest gripers are? The switchers aren’t work-
ing like they should be. Management. That’s the problem there.

Causes loss of traffic. This 1s a subject I would like to get into, but
it will take more than a couple of minutes.

%enator McGovern. Let us have Mr. Reebie reply to what has been
said.

Mr. Reeee. I think this is perhaps a good time to get into it, be-
cause Mr. Chesser just made a statement that he had never had such
information provided by shippers. I can tell you that in the printed
statement of one of the leading shipper traffic executives rendered to
Mr. Adams and the FRA at their Chicago hearings on the Mid-
western railroads—and I find I do not have the printed statements
with me—he clearly states that the principal problem he finds in the
railroads is that the work rules prevent the railroads from adopting
more efficient operating procedures for movement of trains and cars.

Mr. Worth was in my office late last week and told me that he had
discussed this personally with Mr. Chesser. And that Mr. Chesser
}slaid, “I don’t like what I am hearing, but keep talking. I want to

ear it.”
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So maybe that put a little bit of light on what has been said. T
think, however, that I have to apologize to Mr. Chesser for my re-
corder beeping as each 15-minute tape came to an end. I recorded
because I happen to agree with most of what Mr. Chesser has said.
I think he has said some very important things about the railroads
here today. And I wanted to record it because it was good stuff.

In terms of many of the things he spoke about, interrailroad con-
flicts, he is right. And in many cases what we find is that each rail-
road functional department says, “It is always the other fellows that
are causing the problem.”

For example, in our studies of intermodal transportation for the
planning of ConRail’s future intermodal operation, we examined
the Penn Central intermodal operation. Whereas the operating people
had been showing the trustees they were making $12 million a year,
our studies showed they were losing $70 million. Eventually it came
out in the preliminary system plan that the Penn Central people
did agree that they were losing $29 million, as I remember. But when
you talked to those people in that department, they always said,
“Noj; it is the rest of the railroad that is losing money.” And, yet,
we _could tell where most people were losing money.

I think that’s much of what we have here today between labor
an(z1 management. People keep saying, “Let’s study, let’s study, let’s
stndv.’ .

Where there is a conflict between Mr. Chesser and myself, about a
subject like the Florida East Coast, maybe that is where the study

*should come from. Then we would see if if, is the same kind of situation
with respect to his statement about, shipper conversations with him.

In our report to the Federal Railroad Administration, we. too com-
mented much as, Mr. Chesser did, about a lack of understanding of the
railroad problems within railroad management themselves, and the °
lack of ways in which they generally communicate and work with
labor, as the St. Louis project worked.

So I find that, really, T would say that Mr. Chesser’s views, in his
desire to help the industry and the Nation, and mine are generally
together until we come down to a specific labor matter.

I was with him where I read—T think it was in one of ConRail’s ads
about 3 or 4 months ago—that they were still studying whether or not
they should implement a car control and distribution system. In my
view, that is a little bit like studying whether you want to breathe or
not. .

I think those kinds of things should be addressed. Also quality con-
trol systems of the kind that are so well exemplified in the trucking
industry. There are many things in what Mr. Chesser has said that
are true. What I would like to merely state is that where we have a
flat disagreement and he has called for an investigation of that agree-
ment, that is a relatively simple thing, a fast thing, and T second his
request for a quick investigation of it. :

I still believe that the comments T made about the fact that while it
1s not the most significant thing in railroad operations that we have
smaller but more numerous crews. it is, as T said, the key to open the
door. The door is the big barrier. These railroad nperations are the big
barrier. But a little key can open a big barrier like a door.
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So I believe that the two-man crew perhaps one-man crew in certain
circumstances, is that key. And it is my understanding—and I have
not looked into it personally, but it has been told to me by people
whose views I respect—that the Milwaukee agreement, that Mr. Ches-
ser refers to, shared so much of the savings with labor that it wasn’t
really any benefit to the Milwaukee.

So I think these things need to be investigated. I still feel, however,
the analysis we have already done has provided most of the answers.
And all ‘we need to do is substantiate or refute that analysis with the
kind of evaluation that Mr. Chesser has spoken of.

Mr. CuEesser. Senator, if the management doesn’t like that agree-
ment where we have cut crews on the Milwaukee, I would be glad to
stop it. I could stop it in the morning. It wouldn’t be any problem for
me. I could take care of that in a hurry.

Senator McGovern. On that note, I think we should give Congress-
man Toby Moffett, who is now here, an opportunity to give a statement.
He is here as a witness today, but he is also here as the Congressman
from Connecticut, as a member of the House Interstate and Foreign
Commerce Committee, and a member of the House Government Opera-
tions Subcommittee on Transportation.

Cor(llgressman Moffett, I am happy to welcome you with my personal
regards.

What I would like to do now is to give Congressman Moffett a
chance to make any observations he wishes. And then, in the interest
of time, rather than interrogating my own colleague, I am going to
give Mr. Reebie and Mr. Chesser an opportunity for a closing state-
ment just to tie up any loose ends.

Mr. Sweeney, if you have anything further you would like to add,
you are welcome to do so. ,

- At this time let us hear from Congressman Moffett.

STATEMENT OF HON. TOBY MOFFETT, A U.S. REPRESENTATIVE IN
CONGRESS FROM THE SIXTH CONGRESSIONAL DISTRICT OF THE
STATE OF CONNECTICUT

Representative Morrert. Thank you, Senator.

I want to apologize for being late. Perhaps my subcommittee and
yours can take a hard look at the air traffic controllers’ situation. We
were circling New York for some time.

I am_not here to dwell in any way on personalities. But I note
with some disappointment, although not a great deal of surprise,
the absence of Mr. Jordan. I want to comment that it is indeed
unfortunate,

The fact that Mr. Spence decided to leave ConRail, which, as I
understand it, was cited as a reason for Mr. Jordon not being here,
was widely known as impending for a number of days, if not weeks.

To categorize it here as an emergency—perhaps it turned into an
emergency, but it was by no means a surprise. ﬂ is unfortunate he
cannot be here.

Let me ask that my prepared statement be submitted for the record.
I will not take the time here to read it.
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Senator McGoyern. We will enter your prepared statement, as
ftihough read, Congressman, and you can highlight it any way you see
t

Representative Morrert. I don’t want to distract anyone from the
interesting debate that was going on when I arrived. I don’t want the
two gentlemen to cool off too much, so T will be rather brief.

I am not opposed to ConRail, although I think some of the people
in ConRail, because of my frequent criticism, might think that T am.
I am not. And I have met many dedicated people who are doing a good
job at ConRail.

I also note there have been some accomplishments—nearly 2,000
miles of tracks which now have new welded rails; 10 million new
crossties; heavy repairs on about 25,000 cars and nearly 2,000
locomotives.

My assessment of ConRail is not one that is completely negative. I
think that the 3-R Act of 1973 was questionable in terms of the
assumptions on which it was based. I think we need immediately to
assess that legislation and ConRail’s performance.

We are told now that the Final System Plan which is a 1975 docu-
ment based on 1973 and 1974 data 1s, according to USRA and their
report, no longer a useful measuring stick.

I think this is a reflection of the kind of thing we have seen. A
1975 report is no longer a useful measuring stick.

The funding requirements which were said to be perfectly adequate
at $2.1 billion are now deemed inadequate by ConRail and many
others. We now have a call for $1.3 billion more. USRA says that could
possibly be close to $4 billion before we are through.

And always the promise of self-sufficiency and independence. More
frequently than not there are glowing assessments of performance by
ConRail people, particularly at the very top. 4 :

In April testimony to two Senate subcommittees, one the Senate
Appropriations Subcommitte on Transportation on April 26, the
other the Commerce Subcommittee on April 13, Mr. Jordan stated
that he wanted to continue to tell it as it is, to be very realistic and frank
with the Congress.

He said that ConRail was perfectly willing to explore other options
to the present system, but, and I quote : “Now is not the time to inter-
rupt the substantial progress that is now being made.”

I don’t want to dwell on minor things, but I think the granting of
high salaries and bonuses, while not a significant factor in the overall
deficit of ConRail, is a reflection of the fact that ConRail does think
it is doing quite well.

Maybe one can make the case it is doing reasonably well, and in some
c}a:.ses it is, given the complexity of the task. I am willing to concede
that. ,

However, in terms of overall performance, I don’t think it is fair
to say they are doing all that well. The 1977 report to the Congress by
the U.S. Railway Association is not a perfect document, but much of
what they say about ConRail’s performance I have seen borne out back
home in my own district.

When the USRA says, for example, that ConRail missed its tonnage
forecast by 10.2 percent in terms of its 1977 business plan, it estimated
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ConRail would handle sufficient revenue carloads to carry 299 million
tons. When they compare the ConRail performance to the projection,
ConRail missed the tonnage by 10.2 percent. The association believes
ConRail’s ability to reach its forecasted tonnage is constrained by its
inability to provide consistent, reliable service and by its failure to
keep the locomotives moving the tonnage.

This has created dissatisfaction among shippers and has diverted
traffic to other rail carriers as well as to other modes. ConRail’s failure
to utilize cars has contributed to its equipment troubles.

Finally concluding on ConRail’s marketing performance, the report
says the association recognizes that ConRail has put a high priority
on service, but it is ConRail’s position to concentrate on the daily
operations. They question whether ConRail’s performance is coordi-
nated among all departments.

Speaking quite parochially, back home I find much dissatisfaction
with ConRail. There is a lack of reliability in service, a lack of sensi-
tivity to problems of shippers. While spending time with ConRail of-
ficials in Washington and back home reviewing rail lines that might
be slated for abandonment, I have come to appreciate the difficulty of
the task required by an unrealistic piece of legislation in 1973. I still
don’t think that they are sensitive enough or that they use their legis-
lative mandate flexibly enough to provide the best service that they
possibly can.

I plan on offering an amendment to ConRail’s $1.3 billion request,
slicing it quite substantially when it comes to the full House.

I also, as you know, have offered amendments which held up several
million dollars of ConRail appropriations in the transportation ap-
propriation.

T offered these amendments not only because it wasn’t authorized
but also because there are many questions that need to be answered.

Senator, I think you know what some of those questions are, if not
all of them. Let us move well beyond the issues of bonuses and mem-
berships in private clubs, which our appropriations legislation now
prohibits.

There are allegations of payroll irregularities of phantom empolyees
on the payroll. I don’t know that there are, in fact, phantom em-
ployees. But I was not made aware of this problem and it was not
mentioned in ConRail testimony presented to the House.

It was particularly interesting and ironic that after we got wind
of the W-2 allegations and the possible payroll irregularities and a
reporter called ConRail, that ConRail issued a statement saying they
had their own investigation going on into this very matter. There 1S
a trend here, of secrecy, of insufficient sensitivity to the Congress,
which, after all, has to vote to bail them out quite frequently.

Our own subcommittee, the Commerce Subcommittee on Oversight
and Investigation, has their own investigation. I don’t think the $1.3
billion should be given now. Let us give it out in smaller portions and
oversee ConRail’s performance.

I am not against subsidies. I am not one who has the illusion that
you can operate this system in whole or in part without heavy subsidies.
But now we have neither profit nor good service. We have neither
efficiency nor accountability to the Congress. We are losing both ways.
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The promise was if you let us go out and run this like a private
corporation, there would be no problems. Eventually it would be a pri-
vate corporation. But we don’t have profitability. We are bailing Con-
- Rail out quite frequently. And we are not getting the kind of account-

ability that we need.

It 1s not all ConRail’s fault. It is the Congress’ fault for putting
together 4 piece of legislation which was not realistic, which does not
meet the needs. We need to go back and reexamine that.

But we need to make ConRail as accountable as we can under the
present law. And we need to get the straight story on the various allega-
tions that have been made and what in fact are the best guesses about
what is going to be needed to do this job, and to do it properly.

Thank you.

[The prepared statement of Representative Moffett follows:]

PREPARED STATEMENT OF HoN. ToBY MOFFETT

Senator McGovern and members of the subcommittee, I appreciate the oppor-
tunity to testify today on the subject of rail transportation. It is a subject which
vitally affects the economic health of my congressional district and the entire
Northeast.

iRail service has the potential to provide the most efficient method of transporta-
tion in this country. Freight lines and rights of way, though in disrepair, exist
throughout the Northeast. Rail transportation is energy efficient and nonpollu-
ting—and, if run properly, could provide inexpensive service.

In creating the Consolidated Rail Corporation—ConRail—to salvage the Penn
Central and other bankrupt lines in the Northeast and Midwest, the Congress ree-
ognized the importance of rail service, even when it means federal subsidies in
the early stages of operation. The Final System Plan provided an interim measure
of relief to the Northeast, with the hope that a profitable rail system could emerge.
There can be no doubt that ConRail was presented with an enormous task; nor
can there be much doubt that Congress was more than willing to rid itself of the
potential problems inherent in overseeing railroads in the Northeast. As ConRail’s
own Chairman noted, his railroad “is the progeny of disaster.”

The goal of the Final System Plan, in theory, was to protect rail service. We
have not reached that goal; in fact, we have retreated from it. In Connecticut we
see a marked deterioration and a distinct lack of commitment to efficient and
reliable rail service. My files are filled with complaints from shippers who are
being driven out of business because they cannot obtain rail cars to ship their
goods.

One of the causes of the deterioration of service in Connecticut is ConRail’s
attempt to maximize their profits. Using the narrowest possible definition of
“profitability,” ConRail has failed to consider the economic well-being of the
region. It does not examine the question of jobs, of regional economic growth, and
of community survival. ConRail claims that many of its lines in Connecticut are
marginal or unprofitable. Yet those lines provide an enormous service to the
communities they serve.

Equally important, ConRail has ignored the possibility of attracting new ship-
pers and new industries to the region through reliable and efficient freight service.
Shippers will naturally use other modes of transportation when rail service is
sporadic and slow; new industry will locate in areas which do provide reliable
and efficient rail service.

Instead of improving service and encouraging the use of the existing Northeast
rail system, we are witnessing an attempt to cat back service to operations which
will guarantee an immediate profit. Line-haul services such as grain and coal
hauling are examples. The small shipper is being ignored, and his use of rails
discouraged.

There can be no doubt that the short-haul and terminal operations of a railroad
are more difficult to run profitably. But there are examples in New England and
elsewhere of such operations being taken over and run profitably. It is possible
with efficient management and a commitment to good service to shippers.
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‘More importantly, in any attempt to calculate the cost of rail service, the “social
profitability” of the line as well as the economic profitability of the line must be
included. With proper motivation and management, I think the vast majority of
these “socially profitable” lines can also be made economically profitable.

Personally, I'm convinced that ConRail would prefer to abanaon the New Eng-
land area altogether, based on their analyses of the volume of traffic and the costs.
Such a decision would have a devastating impact. The economy of New England
could not endure such a blow.

I believe the Congress made a serious mistake in setting up ConRail as it did.
It created a private sector corporation funded with taxpayers dollars, with little
or no public accountability to the taxpayer for its actions. ConRail is responsible
to practically no one—not for the social implications of its actions, not for the
economic implications of its activities, not for the long-range planning implica-
tions of its policies.

In 1977, ConRail lost $366.6 million. The first quarter loss for 1978 was $216
million, higher than the first quarter loss in 1977. ConRail recently abandoned the

. Final System Plan and proposed a new “Five Year Plan” to achieve profitability.
During this same period when ConRail was losing millions of taxpayers’ dollars,
beyond even the projections of the Final System Plan, ConRail executives were
given nearly a million dollars in bonuses in two years. I cannot justify to my
constituents the payment of their tax dollars for this kind of ridiculous award for
nonachievement.

ConRail has recently appeared before a number of House and Senate commit-
tees to argue for the investment of an additional $1.3 billion in public funds. The
three Federal agencies (USRA, DOT, and ICC) charged with supervising ConRail
also appeared, in support of ConRail’s request for more money.

At no time during those hearings did we hear from ConRail or the other agen-
cies any mention of the possible waste of millions of Federal dollars through pay-
ments to “phantom” employees.

As you are probably aware, Representative John Moss of California and I re-
cently began an investigation of undeliverable W-2 tax forms mailed out to Con-
Rail employees. The potential waste in payments to non-existent employees runs
into the millions of dollars. Mr. Moss’ House Commerce Subcommittee on Over-
sight and Investigation, on which I serve, is pursuing this matter. We will deter-
mine the extent of waste involved, and determine why Congress was not informed
of this problem.

Can the Congress be expected to invest billions of dollars in a private corpora-
tion, when there is an enormous potential that those dollars will be wasted? Why
didn’t we hear from ConRail that this problem existed, or from any other agency
which knew of it? Again, we have a clear illustration of the lack of public
accountability.

ConRail apparently believes that it is a private sector corporation with no re-
sponsibility to the Congress or to the country to account for its activities. In testi-
fying before Congress on its Five Year Plan designed to achieve profitability by
1980, ConRail said repeatedly that it was a difficult but workable plan that would
see ConRail achieve its goal of short-term profit.

Not only do I disagree with ConRail’s predictions about future profitability, but
I also believe ConRail itself does not think it will achieve its goal with these
funds. They are selling the Congress the idea of more Federal funding with the
lure of profitability, compounded by the fear of a crisis.

On February 15, ConRail provided a memorandum to private investors de-
seribing ConRail’s financial situation. My office obtained a copy of this memoran-
dum, and at my request, Mr. Jordan provided another some months later. I have
a copy of that memorandum with me today. I urge you to read that memorandum
and draw your own conclusions as to ConRail's assessment of future profit-
ability. I believe that ConRail has painted a clearer picture, and a vastly more
pessimistic one, for its private investors than it has for its largest investor,
the American public. I think ConRail is playing a public relations game with
the United States Congress.

In justifying its own existence, ConRail has stated before several Congres-
sional committees that it believes that ConRail is the best alternative for opera-
tion of the railroads in the Northeast. ConRail raises the spectre of government
takeover as the other, and awful, alternative. My response is that if we are con-
fronted with continued inadequate service in the face of the vast investment of
Federal dollars without control, versus government operation of the railroad,
I favor government operation.
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I think, however, that there is another alternative. The system should be
broken up where possible, and raiiroad companies which have demonstrated the
ability to operate efficiently and reliably should be allowed to take over segments
of ConRail's operations. .

The Congress intended that ConRail not be the final solution, that further
additions or deletions from the ConRail system would be necessary. Instead,
we have seen ConRail jealously guarding its system, opposing transfer of any
of its lines or operations to other railroads.

I do not think that was the intent of the Congress. ConRail is a mammoth
system that has demonstrated its inability to solve major problems.

With effective management and a commitment to good service, I think these
lines can become, in large part, a profitable operation. I see no such commit-
ment on the part of ConRail, or of the agencies charged with overseeing ConRail
operations and funding.

Where rail service cannot operate profitably, but is essential to the needs of a
particular region, I think that service should be subsidized, just as we subsidize
other modes of transportation.

In New England, as I mentioned earlier, I think ConRail would prefer to
abandon service completely. What the region really needs is efficient and reliable
service. We have examples in New England of railroads that have operated:
such service and made a profit. Some of those railroads have in fact taken over
lines bandoned by other carriers and, through good service, turned a profit.

The United States Railway Association (USRA) and the New England Re-
gional Commission have begun a year-long study of service in New England. I
hope their recommendations will include proposals for preserving and encour-
raging efficient and reliable service in New England. Their suggestions may well
include eliminating ConRail from New England completely—even from profitable
operations. Where ConRail cannot operate efficient and reliable service, others
should be allowed to take over the service.

We must begin now to reevaluate the future of ConRail. If we do not, when
ConRail returns to the Congress in 1980 with another request for billions of
Federal dollars, the money will simply not be available. We must act now to
avoid another crisis situation, similar to that which occurred aftert he bank-
ruptey of the Penn Central.

When the ConRail authorization bill reaches the House Floor, I intend to
offer an amendment to reduce their request from $1.2 billion to $700 million.
The reduction will be offered not because ConRail will not eventually need
the full sum, but because giving them the smaller amount will force them to
report back to the Congress within a reasonable time. The $700 million would
fund ConRail through 1979. When they return for more funds at that time,
or even if they return sooner, we will know how they are performing. If
ConRail continues to demonstrate it is incapable of providing service, Congress
will know that alternatives must be designed to provide rail service.

Congress must consider its options carefully. ConRail has argued that one
of the root causes of their losses is the regulation of the industry by the Inter-
state Commerce Commission. At this time I do not favor deregulating rates in
the railroad industry. The logical result would be the concentration of resources
by ConRail into traffic that brings them the highest rate of return. Other
shippers would be effectively cut off from rail service. In my opinion, that would
be another unfortunate reduction in rail service, all in the name of profitability.
Although I don’t doubt that there are needed reforms in the regulatory process,
it is still true that ConRail and others are protected monopolies. They must serve
the public interest.

Other alternatives, such as government ownership of the roadbeds, must be
studied as well. Recognizing that it may become a necessity at some point, I have
seen nothing to demonstrate that government ownership of the rights-of-way
will resolve the problems we are discussing here today.

We face a most difficult task. Congress and the agencies involved in insuring
rail service must begin now to reevaluate the future of rail transportation in the
Northeast. Short-sighted management, bent on preserving short-term, immediate
profits, are permitting rapid deterioration of a vital service. And Congress must
share in the blame.

We must consider the possibility of returning the oversight responsibility for
ConRail to its funding source—the Congress and the people of the United States.
Congress must re-examine ConRail’'s ability to perform its dual role, both as a
profitmaking corporation and as a provider of an essential service.
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We must face the distinet possibility that we have created an unrealistic
mandate, a mythology that ConRail can operate on a strictly “for-profit” basis
in the Northeast. It may well be time to re-think our reliance on an entirely
profit-motivated rail monopoly, concentrating instead on a service-motivated
system.

Senator McGovern. Thank you very much, Congressman Moffett,
for your testimony. And let me just express my appreciation for the
alertness you have shown for a long time on this problem. I have.no
hesitance in saying that your own public statements had something to
do with alerting us in the Senate and helping to bring about the
hearing that we are having today, although we are anxious to look
beyond the immediate problems of ConRail and to the problems of
the industry as a whole, as T know you are.

I think what we might do is just give Mr. Sweeney, Mr. Chesser, and
Mr. Reebie, in that order, an opportunity for a brief closing statement,
if you have anything you would like to add.

Mr. Sweeney. I would like to just make a couple of observations.
First, I don’t think that Congressman Moffett is the only person that
characterizes the actions of Congress as a bailout of ConRail or a sub-
sidy of ConRail, as if that was an institution comprised of the individ-
uals who are now in the management functions.

This is an effort to solve the Northeast rail problem no matter
which way Congressman Moffett’s amendment might affect it. Over
the years there would be invested, approximately $3.3 billion. During
that period of time there will be a $10 billion improvement in the capi-
tal plant of this organization. That $3.3 billion that is going in is only
part of a massive capital upgrading of the system.

If we fail—if we leave the company—and I might add, there are a
large number of people who are there not because they thought there
was an increase of salary opportunity or thought it represented some
glorious power—a large number of people are there to help solve the
Northeast rail problem.

But if we depart, or ConRail fails, that investment will be in place.
It is not a bailout of the corporation. We couldn’t care less what the
framework is that is used to meet that crisis. '

When it is over with, the track will be there, the plant will be im-
proved for whatever eventual solution the Congress will decide.

I would, second, make the observation that if we have a problem in
dealing with some of the statements that have been made in the past,
it is that we face, as the first public utterance on the question of the
W-2’s, a statement that says there is a potential of $200 million loss in
that problem.

That is 10 percent of our payroll. And to make that kind of a sug-
gestion, that we are wasting or allowing fraud to take place of that
magnitude, I think if there was any slight suggestion, there should be
an immediate overhaul of all people in the higher management
positions.

We did not regard it as a payroll fraud problem. We regard it as a
simple problem as to how to get 14,000 addresses for undelivered W-2’s.
And I will close with one final statement. :

The final system plan did say $2.1 billion. That was not what USRA
came up with in its estimation to what the investment in this system
should be. That was a political number arrived at by negotiations
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between the Secretary of Transportation and the Board of Directors of
USRA. Their original recommendation was $4 billion. That’s what
they thought it took to rebuild the Northeast rail system to any degree
of usability.

But it was compromised out because Gerry Ford’s budget couldn’t
stand that kind of a number, and Bill Coleman couldn’t stand that kind
of a number. The original Senate bill had $3 billion in it. Nobody is
more aware of that than you, as to how numbers are arrived at in which
public funds are invested.

I close.

Senator McGover~. Mr. Chesser.

Mr. Cuesser. First of all, I would like to thank you for this oppor-
tunity and for chairing these hearings, and maybe even getting them
started. I wouldn’t refuse the Congress or any Member of the Congress
to come to a hearing. Had it not been for you, yourself, chairing these
hearings, then I would have been very reluctant to come to such a hear-
ing. And I have been to too many of them before.

From your past actions in the U.S. Senate, I think we are going to
get some action. I would hope, Senator, that you do make a real investi-
gation of this industry, not from the standpoint that somebody is
stealing something or there is conspiracy.

Let us once and for all put it through the wringer. It will stand that.
This can stand that. If we can get over a Watergate, we can sure get
overa little investigation of one industry in this country. I think it will
be good for the industry. Let the chips fall where they may.

When we talk about those things that are wrong in the industry,
even work rules, I would welcome and hope that the subcommittee will
find some opportunity to put them under oath. Let us really get to
the bottom of this whole mess, because if we don’t, this country is going
to suffer. We absolutely, no way, could stand another emergency as we
had in World War II and depend on this industry to function. We
would get about half done compared to what we did prior to and during
World War I1. :

So this industry is in worse shape than people think it is. So let us
find out why. I want to find out why in the last 10 to 12 or 15 years the
employees in this industry have shrunk from 1 million down to less
than 500,000, and as of today we have more railroad officials than we
ever had.

hVVhy does it take more to govern so few ¢ I would like to know these
things.

Remember this. I again say that I believe railroad labor—and I be-
lieve it is documented in the U.S. Congress—has done more for this
industry to promote it in the last 7 years than management has itself.
Why ? Well, we didn’t really do it for America. We didn’t wave a flag.
We really did it for ourselves. You know, we are funny that way. We
want a job. We can have good jobs and railroad officials can have
good jobs and get good pay. I am not against that. I don’t except a scab
official to work and perform. '

Send our children to school. Get a boat to hook up behind a car and
go out on the weekends. That’s the kind of things we want. We have to
have a viable industry ; one that is making money. In order to do that,
I think we have to wring this industry out.
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I certainly wouldn’t get into the controversies that are there now
about ConRail, only to say I have been a railroad man 39 years. I
know a little bit about them. I am not an expert on the subject, but I do
know a little bit about it.

It was a sad mistake when they turned ConRail loose with the
amount of money they had. All of it was in the mud. There wasn’t even
a railroad over there. You can’t run a car on a track at 5 milies an hour.
To build a new railroad track, new welded rails, you couldn’t do it.
They didn’t have any locomotives that were worth running.

I think everybody was a little conservative. I don’t know what the
taxpayers felt when they got ahold of proposition 13. In the industrial
Northeast, where we feel it more than any other place, nobody is mov-
ing. Some of them are coming back South. We must have a viable rail-
road system.

As far as funds were concerned, there wasn’t enough money there.
Organized labor knew about that and called their attention to it.
l\lIaybe 1t should be a million there, and a million there, and a million
there.

You can’t do something with nothing. The song, “Pennies From
Heaven,” is just a song. They need money. We_ expected good em-
ployees to perform.

That’s my wrap-up, Senator, as short as I can make it. T want to
thank you yourself, and the subcommittee. :

Senator McGovern. Thank you.

Mr. Reebie, you have the final word.

Mr. Reeeie. Maybe I won’t, because in the interest of fair time and
equal time, T wanted to comment about a point that happens to be in
particular interest to me, and give Mr. Chesser another chance, after
I finish, to withdraw another statement wherein I think he misspoke.
I fee] sure that in his endeavor to counter my arguments concerning the
small portion of the labor work rules which seems so important to
those of us who have analyzed the industry, he did not mean to threaten
my personal interest in the introduction of a new piece of equipment
as one way of pressuring me to withdraw these comments.

The new piece of equipment, as Mr. Chesser knows, has been docu-
mented as a considerable advance in railroad technology and econo-
mics, and it is being proved out on the FRA test tracks in Pueblo as
a significant new piece of equipment.

I might also tell him some of the other railroad union people who
saw it there tend to speak favorably of it, and hope that he will not
erect a barrier to its introduction, because it can provide such an in-
crease in profitability of the railroads and an increase in jobs for many
of the unions.

That’s the only comment I want to make there, because I know Mr.
Chesser is a sincere fellow helping this industry, and we all get a little
excited now and then, and I am sure that was not his attempt.

I, too, in closing, would like to express my congratulations to this
subcommittee. You have taken the time to focus on the basic economic
1ssues of this country. Finding the most economic balance between
satisfying the national transportation needs and consuming the Na-
tion’s worker and material resources certainly is a challenging under-
taking. The complexity of it is brought out by the number of different



67 -

views that we have. Yet, the success of your effort will greatly affect
the productivity of this industry and the productivity of the Nation
in both its defense and well-being.

May high intent, wisdom, good fortune and the God of freedom
loving people continue to bless your effort.

Senator McGovern. Congressman Moffett, in all fairness, you are
entitled to a final statement.

Representative MorreTT. I don’t want to get involved in the fight
about that piece of equipment. I have been trying very hard, as Mr.
Sweeney knows, to get the Poughkeepsie Bridge rebuilt so we would
have a link to the West. I look favorably to anything that would open
a link for us, because we are essentially a branch line.

With all due respect to Mr. Sweeney, I still must categorize what we
do as a bailout. When you have a corporation that is supposed to be
out there making money and has held out the promise of making
money, and it doesn’t do that, and the Congress comes in with funds,
it is a bailout.

We are appreciative of the fact, as I indicated in the first few mo-
ments of my statement, that there are things being done with this
money that are clearly worthwhile.

We are also aware of what Mr. Chesser said as to where ConRail
started, the system being very much down and out.

And, of course, there may not be enough money there. We may need
to spend a lot more money. I am one that agrees with that thoroughly.
It is a question of in what increments, what accountability, over what
period of time. And we get mixed stories from the higher-ups of
ConRail.

I would like to have submitted into the record a memorandum of
February 15, 1978, with your permission, which is a memorandum
for private investors, which paints, in my view, a much bleaker view
of ConRail than some of the congressional testimony. I would like this
in the record.

Senator McGovern. Without objection, that will be included in the
hearing record.

[The memorandum referred to follows:]

CoNSOLIDATED RAIL CORPORATION MEMORANDUM FOR PRIVATE INVESTORS,
February 15, 1978.

This memorandum is being furnished to institutional investors solely in con-
nection with proposed financing transactions relating to the acquisition of rail-
road rolling stock and other equipment by ConRail. It may not be reproduced or
disseminated except upon the express written permission of ConRail.

INTRODUCTION

ConRail is a private, for-profit corporation. It was established pursuant to the
Regional Rail Reorganization Act of 1973 (the “Rail Act”) to acquire the rail
properties of six bankrupt railroads in the Northeast. ConRail commenced rail
operations on April 1, 1976. In terms of revenues, and by most other standards,
it is the largest freight and passenger rail carrier in the country.

ConRail is currently dependent to a substantial degree on continued financial
support from the Federal Government, which it now obtains through the sale
of debt and equity securities to the United States Railway Association (“USRA"),
a mixed-ownership Government corporation. The total amount of ConRail secu-
rities that USRA is presently permitted by statute to purchase is limited to
$2.026 billion.
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More Federal money will be needed by ConRail to become economically viable.
Funds obtained under the present Kail Act authorization wiil be expended by
early 1979. Additional funds—necessary to ConRail’s continued operations—
must be availabie shortly thereafter t¢ avoid financial jeopardy.

Legislation that would permit these additional Federal funds to be invested
in ConRail does not now exist; nor has any such legislation been proposed. The
Federal budget for fiscal 1979 proposed in January by President Carter does
not contain any request for an appropriation relating to the additional funding
for ConRail during that period. Government officials have suggested that pro-
_ grams for financial assistance already authorized could be used to assure the
flow of uninterrupted Federal funding to ConRail, while the possibility of new
legislation providing additional funds for ConRail is being studied by the Execu-
tive Branch and the Congress.

It is important that private investors understand that ConRail cannot assure
that favorable legislation will be adopted or that, if adopted, any further Federal
investments that might thereby be authorized will be sufficient in amount and
character or available on a timely basis. Sponsorship and support of such legis-
lation by USRA is believed by ConRail to be critical to its being favorably con-
sidered by Congress and by the Administration. It is not expected that USRA
will announce its views in that regard until completion of its review of ConRail’s
Five-Year Business Plan submitted to it on February 15, 1978.

That Five-Year Plan contains a review of ConRail's progress toward the goal
set for it by the Rail Act: to restore adequate and efficient rail service in the
Northeast region at the lowest cost to the taxpaper. It also contains a description
of the programs and actions that ConRail plans to undertake in order to accom-
plish this goal.

Through the end of 1977, ConRail's operating and financial results and re-
habilitation efforts—in the aggregate—have been substantially within the mar-
gins predicted in the Final System Plan (“FSP”) prepared in 1975 by USRA.
The Five-Year Plan concludes, however, that the ‘rate of progress projected
in the FSP cannot be maintained due primarily to the poor condition of ConRail’s
equipment fleet and physical plant, its declining traffic base, and the crippling
impact of two harsh winters plus a lengthy coal strike.*

The Five-Year Plan charts a demanding corrective course for ConRail. It
predicts a financial turnabout in 1980, although the overall trend of both busi-
ness levels and financial performance for the railroad (and its predecessors) over
the last 10 years has been moving steadily downward.

To achieve this turnaround, ConRail must make substantial, near-term progress
in increasing revenues through improvements in service, and in reducing costs
through labor productivity gains and economic efficiencies expected to be realized
from ConRail’'s massive, costly rehabilitation programs. These objectives are
thought by ConRail’'s management to be attainable by instinting efforts and
through labor cooperation, but success is by no means assured.

The Five-Year Plan describes major problems—both actual and potential—
whose impact and severity exceed that anticipated in the FSP. Additional
financing ? aggregating at least $2.8 billion from both public and private sources
will be needed as a result of some of these problems. Even then, these and other
problems may persist, or new problems may develop, which would at the very
least impair ConRail’s ability to become financially independent of the
Government.

Private investors should understand the scope of these problems and the
manner in which ConRail proposes to resolve them. A failure to resolve major
problems as predicted, or the realization of key assumptions in a manner qot
as favorable as projected, could cause significant harm to ConRail’s financial
condition. .

This memorandum, in thee following sections, identifies some of the basic.prob-
lems that must be overcome and some of the more important risk factors im-
pinging upon ConRail’s future. Private investors will want to consider these

17The FSP’s assumptions and financial projections are based on data which have changed.
To reflect changes in circumstances and new information, CONRAIL has adopted assump-
tions that in material respects differ from those used in the F'SP.

2This additional financing is over and above the $729 million already appropriated
for investment in ConRail securities.
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matters carefully before deciding to invest funds in ConRail's equipment
obligations.

I'he information contained in this memorandum is in summary form and is
not intended to be inclusive of all material information about ConRail that
private investors would consider to be pertinent. This memorandum, then, is
meant only to be a supplement to—and not a substitute for—complete access by
private investors to any material information in ConRail’s possession. In-
vestors are encouraged to review such information, and to seek from ConRail
and other sources complete answers to their questions about ConRail and its
prospects.

CAPITAL STRUCTURE AND BUSINESS PLAN

Conrail's capital structure .

ConRail’s authorized capital is 40 million shares of Series A Preferred Stock,
35 million shares of Series B Preferred Stock and 250 million shares of Common
Stock. In addition, the Board of Directors has authorized the issuance of $1
billion principal amount of 7.5 percent Convertible Debentures due January 1,
2011.

The following table sets forth the consolidated capitalization of ConRail at
December 31, 1977 :

Unaudited
Amount outstanding
Title of class: Dec. 31, 1977
Short-term debt______________ . _____________ [ $70, 497, 000
Long-term debt:
Equipment obligations:
CSA and other_ o ___________________ . ___ 173, 866, 000
capitalized leases__ ____ e 317,161, 000
Mortgage bonds________________________ - 6, 223, 000
7.5 percent convertible debentures, due 2013 ' _______________ 1, 000, 000, 000
Loans:
211 (Y 233, 539, 000
vacation obligations__ 60, 000, 000
Total debt __ _ __ _ e 1, 861, 286, 000
Capital stock: Shares
Series A preferred stock® 1, 826, 000
Series B preferred stock® _ 31, 740, 600
Common stock® . ______ . _______ o _______ 235, 000, 000

! All of the authorized 7.5 convertible debentures have been issued to USRA pursuant to
a Financing Agreement between USRA and CONRAIL. Interest on the debentures may be
paid for a limited period by the issuance of series A preferred stock at the rate of one share
per $100 in accrued interest. The debentures may be declared to be due and payable upon
occurrence of an event of default under the financing agreement.

2 Series A preferred stock is issued to USRA under the terms of the financing agreement,
Pursuant to the provisions of the financing agreement and CONRAIL's articles of
incorporation, the outstanding Series A preferred stock is subject to mandatory redemp-
tion following an event of default.

3 The outstanding series B preferred and common stock were issued to voting trustees
in connection with the transfer of rail properties to CONRAIL. The beneficial owners of
such stock are the rallroads in reorganization and other transferors of rail properties
to CONRAIL. Under the Rail Act, a special Federal district court was established to
consider, among other things, the value of those rail properties received by CONRAIL
and the securities issued by CONRAIL in consideration thereof. The special court may
require CONRAIL to issue additional securities (either debt or equity) to the railroads
in reorganization and other tansferors (see app. II, “Litigation,” attached).

CURRENT FIVE YEAR BUSINESS PLAN

On February 13, 1978 ConRail filed a Five Year Business Plan with USRA
pursuant to the terms of the Financing Agreement. The Plan contains financial
projections for the five years ending December 31, 1982, The Plan also outlines
the projects and programs that ConRail will undertake in that period.

The principal goal of the Plan is to reach a level of operational and financial
performance that is consistent with financial self-sustainability. The Five-Year
Plan contemplates an additional Federal investment of $1.3 billion in ConRail
beyond that currently authorized and approximately $1 billion from private
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sources for equipment financing. These funds are in addition to the loans to be
made to ConRail under Section 211(h)?® of the Rail Act and the reimbursements
to be received by ConRail under Title V of that Act.*

The Plan’s successful implementation will also require extensive and demand-
ing efforts by ConRail to rebuild its revenue base and to cut costs. Although the
Plan rests on plausible assumptions, minor variations by key assumptions,
especially those in respect to external factors, could dramatically alter ConRail’s
business and financial conditon. A 10 percent unfavorable variation in five of the
major assumptions could result in the necessity of additional Federal funding
thought to be in excess of $1.9 billion ; a 10 percent unfavorable variation in the
traffic assumption alone constitutes $1.3 bililon of that figure. This is not to
suggest that the assumptions actually would so change. The foregoing is intended
to indicate, mathematically, that changes of that magnitude could greatly in-
crease ConRail’s funding needs.

There are serious risks, however, that the results projected in the Five-Year
Plan will not be achieved; and the Plan, therefore, may be conisdered to be
optimistic. If the results are not achieved, there can be no assurance that addi-
tional financing will be available.

FINANCIAL STATEMENTS

ConRail’s certified public accountants have advised ConRail that, without
assurance of Federal financial support through 1978, the auditor’s opinion ac-
companying ConRail’s 1977 audited financial statements will be qualified. These
financial statements, when released, will reflect operating losses for 1977 sub-
stantially greater than those projected in the FSP. In addition, ConRail’s un-
audited financial statements for the first quarter of 1978 are expected to show
heavy operating losses resulting in large part from the effects of the harsh
winter and the coal strike.

RISK FACTORS

The investment of funds in any security calling for payments, directly or in-
directly, from ConRail involves substantial risks, certain of which are briefly
described below.

Availability of Federal financing

In addition to the funds available under Sections 211(h) and Title V of the
Rail Act, ConRail needs at @ minimum from the Federal Government after
February 15, 1978 approximately $2 billion. This sum includes the $729 million
remaining from the $2.026 billion already appropriated for investment by
USRA in ConRail and approximately $1.3 billion not contemplated under the
Financing Agreement nor currently appropriated by Congress. There is no as-
surance that Congress will authorize the investment of these additional funds.
The financial projections accompanying the Five-Year Plan may provide a basis
for the Finance Committee to direct USRA not to invest the remaining $729 mil-
lion of appropriated funds in ConRail securities, subject only to an overriding
direction by Congress.

The Financing Agreement conditions USRA’s periodic investment commit-
ments to ConRail on the receipt of a ConRail officers’ certificate to the effect
that it is reasonably likely that ConRail will be able, in compliance with appli-
cable laws, to perform ConRail’s rail service obligations on a long-term basis
while achieving a “net positive funds position” without requiring any Federal
financial assistance in excess of the $2.026 billion. The Five-Year Plan clearly
demonstrates that ConRail cannot reach a “net positive funds position” without
further financing from the Government in excess of presently appropriated
funds. A waiver permitting certification to be made without the “net positive;
funds position” representation has been granted by the Finance Committee®
effective through June 30, 1978.

3 Section 211(h) authorizes loans to ConRail of up to $350 million for use by ConRail
in paying, as agent., certain obligations of the railroads in reorganization from which
ConRail acquired rail properties. It is expected that. to the extent that ConRail is unable
to collect the moneys so borrowed and used on behalf of such railroads, the United States
Government will forgive repayment of Section 211(h) loans by ConRail after three years.

4+ Title V imposes upon ConRail certain obligations to former employees of the trans-
feror railroads and certain other companies with respect to which, upon payment thereof,
ConRail is entitled to reimbursement form the Federal Government. The current statutory
limit upon such reimhursement is $250 million.

5 The Finance Committee is comprised of the Secretary of Transportation, the Secre-
tary of the Treasury and the Chairman of the Board of Directors of USRA.
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In addition to the certification requirements in the Financing Agreement,
Section 216(b) of the Rail Act also contains provisions governing USRA’s in-
vestments in ConRail. If the Finance Committee affirmatively finds either that
ConRail has failed substantially to attain the overall operating and financial
results projected in the FSP, or that it is not reasonably likely that ConRail
will be able to become financially self-sustaining without requiring Federal as-
sistance substantially in excess of the $2.1 billion authorized for investment
in ConRail, further investments would be within the control and complete dis-
cretion of the Finance Committee. The projections made in the Five-Year Plan
may give the Finance Committee a basis upon which to make these findings.
Pursuant to the Rail Act, either House of Congress may override a direction
Ly the Finance Committee to limit or to cut off funds to ConRail.

Apart from these issues concerning certification and other requisites to con-
tinued funding, Congress, in appropriating funds for USRA’s purchase of $2.026
billion in ConRail securities, appears to have provided that only $508 million
of the first $1.465 billion invested could be used to meet “operating losses.”
Questions about the meaning of this possible limitation have been raised; and
interpretations for continued funding for ConRail have been agreed upon by
USRA and representatives of the House Appropriations Committee.

It should be understood, in this connection, that ConRail’s cumulative book
operating losses, as well as its total cash operating losses, are expected to exceed
$508 million by the end of February, 1978; while cumulative investments by
USRA in ConRail are not scheduled to reach $1.465 billion until May, 1978
USRA’s authority to invest in ConRail the remaining $729 million of the $2.026
billion appropriated will be guided by that clarification of the “operating loss”
limitation.

Despite the favorable suggestions by Government officials, described above,
there is presently no assurance that any additional funds will be invested in
ConRail by the Government; or, if further funds are made available, that such
funds will be supplied within the time frame and in the amounts contemplated by
the Five-Year Plan. If additional Federal funds in amounts at least substan-
tially equivalent to those contemplated by the Five-Year Plan are not made
aviailable beginning in early 1979, ConRail may thereafter be unable to meet its
obligations as they become due.

Availability of private financing

The Five-Year Plan contemplates the investment by private sources of ap-
proximately $1 billion in new equipment for ConRail. The availability of new
equipment is critical to ConRail’'s capacity to improve its revenue base. Con-
Rail cannot generate sufficient funds internally with which to buy this equipment.
Furthermore, a diversion of capital funds from plant rehabilitation efforts could
be counter-productive. Private financing for equipment acquisitions is therefore
crucial to the success of ConRail's Five-Year Plan.

There can be no assurance that sufficient private financing for equipment will
be available under whatever conditions prevail. ConRail’s need for additional
Government financing, in the absence of a favorable response from the Govern-
ment, may deter many investors from investing in ConRail's equipment
obligations.

ConRail has to date been able to acquire new equipment principally through
leveraged lease financings. Lease financings have been available in large part
because of (a) the tax incentives that can be passed through to the equipment
owner/lessor, chiefly the investment tax credit and accelerated depreciation;
(b) the present bankruptcy remedies available to owners of “rolling stock”
equipment which permit repossession of the equipment despite railroad bank-
ruptcy proceedings unless the lease obligations are affirmed and payments are
made during the proceedings; and (c¢) in certain cases, limited guarantees of
ConRail’s obligations which have been given by manufacturers to facilitate the
sale of their equipment.

Some financial institutions have conditioned their commitments to invest
in ConRail equipment obligations on the availability of manufacturers’ guar-
antees. There also can be no assurance that equipment manufacturers will extend
guarantees, if needed, in the future.

ConRail obviously cannot assure that there will be no changes in bankruptey
remedies or in tax incentives, or in the rules which govern their availability to
equipment lessors. Tax reform proposals which could diminish the availability
of private funds for equipment lease financings have been sent to Congress by
President Carter. A general revision of the bankruptey laws is also being consid-
ered by Congress at this time.
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Business assumptions and problems

The Five-Year Plan is predicated on a number of important assumptions, the
failure of any one of which could delay or prevent ConRail’s future viability.
Among these are assumptions that there will be steady increases in traffic from
1977 levels; substantial rate increases by regulatory agencies will be timely
granted; adequate subsidies for commuter operations and light density line
services will continue; operating efficiencies will be realized; labor costs per
revenue dollar will decline ; retirement taxes will not exceed currently projected
levels; Title V employee protection costs will be fully reimbursed; timing of
financing will be appropriate; the costs of major natural disasters and other
unforeseen catastrophes will not exceed Plan reserves; and plant rationalization
to modify and curtail certain services will proceed. A brief summary of these
assumptions follows:

Increase in traffic.—The projected increases in traffic revenues assumed by the
Five-Year Plan are dependent upon a number of key factors including : the gen-
eral state of the National and the Northeast economies; the absence of major
strikes against ConRail, other railroads or basic industries served by ConRail
such as the coal and steel industries; success in acquiring new equipment,
rehabilitating old equipment, and upgrading rights-of-way so that improved
service will attract additional traffic; and selective rate changes to attract
profitable business.

ConRail’s high fixed-cost ratio magnifies the loss effect of any adverse change
in its revenue base. If revenues decline, costs probably will not be reduced pro-
portionately. A slight downward deviation from the traffic gain projected in the
Five-Year Plan could have a material adverse effect on ConRail’s financial
condition.

Rate increascs.—The Five-Year Plan assumes that ConRail will be able to
obtain higher rates for the movement of certain commodities. Timely general rate
increases also will be necessary to offset any higher costs resulting from the
effects of inflation. It can be expected that rate increases will be contested strenu-
ously by shippers and various other persons, including state transportation
authorities, and, in some cases, other carriers, While ConRail has had some
success to date in obtaining rate increases, its ability to continue to do so in
the future is not assured.

Operating subsidies.—The Five-Year Plan reflects the assumption that ade-
quate subsidies for the operation by ConRail of passenger and light density line
services will continue. The formulae by which ConRail is to be compensated for
its losses in connection with those services have been challenged by several
state and local transportation authorities; and, accordingly, ConRail’s projected
recovery of subsidies may not be fully realized.

Operating efficicncics.—'The Kive-Year Plan assumes that ConRail will acquire
certain new cars and locomotives, and that it will make substantial progress
toward rehabilitation of cars and locomotives in its existing fleets. Failure to
do so will mean lost revenues and higher costs due to increased use of cars
owned by other railroads. It is expected that new and rehabilitated equipment
and improved physical plant will enable ConRail to increase its capacity to
serve its customers, particularly those industries which provide profitable busi-
ness. The attainment of these goals depends upon capital funds being available
for these purposes. There also can be no assurance that ConRail will be able
to implement its plans for improving car utilization and for realizing economic
efficiencies from physical plant rehabilitation and other capital investments.
Furthermore, even if service is improved, increased business is not assured.

Labor costs.—The Five-Year Plan assumes that, while payroll costs will in
crease significantly in the 1978-1982 period, productivity improvements will re-
duce labor costs per revenue dollar from 63.9 percent to 54.4 percent. There can
be no assurance that ConRail will be able to negotiate the required work rule
changes in its collective bargaining agreements, or that wage rate negotiations
will not result in costs in excess of those projected.

Railroad retirement tazes.—ConRalil is required to pay heavy railroad retire-
mex_lt taxes to a Federally administered fund that is seriously deficient in its ca-
pacity to pay benefits to the large number of participants, retirees and bene-
ficiaries who are or will be entitled to benefits paid from that fund. It is anti-
cipated that this funding shortfall will be addressed in Federal legislation that
may_be adopted in the near future. It is possible that railroad employers will be
required to bear a substantial portion of the cost of mitigating or correcting the
shortfall. In the absence of related rate relief, this extra cost would place an ad-
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ditional burden on ConRail, not associated with any productivity gain what-
soever, which would materially adversely affect ConRail's financial condition.
The possibility that this cost might be incurred is not reflected in the financial
results targeted in the Five-Year Plan.

Title V reimbursement.—Title V of the Rail Act obligates ConRail to make com-
pensatory payments to protected employees who are deprived of employment or
whose regular pay is reduced below certain base levels. ConRail is entitled to be
reimbursed by the Federal Government for these payments, but the current statu-
tory authorization for such reimbursement is limited to $250 million. The current
fund may be depleted, perhaps by 1980. If there are no funds available for reim-
bursement, ConRail’s obligation to pay will nonetheless continue. The Five-Year
Plan assumes that additional Title V funds will be authorized and appropriated
should the need arise. ConRail cannot, of course, assure that such legislative
action will be taken or, if taken, that it will become effective on a timely basis.

"Timing of financial aid.—The timing of additional government funding is eriti-
cal. A delay in receipt of additional funds will seriously impact the Five-Year
Plan’s assumptions with respect to investments in rehabilitation and improvement
programs as well as revenues and cost reductions to be derived therefrom. Delay
also could lead to withdrawals by some private investors of equipment investment
commitments. In these events, additional funding substantially in excess of that
projected would be required.

Disasters.—The Five-Year Plan provides a reserve of $248 million for natural
disasters and other unforeseen catastrophes. This reserve, based upon ConRail’s
experience to date (which included two severe winters and a coal strike) and
studies of other available data, is believed to be reasonable.

Plant rationalization.—ConRail is actively seeking opportunities to rationalize
its plant facilities through line abandonments and other corrective action. Such
plant rationalization in any form requires public sector cooperation ; and states
and localities have strongly opposed complete abandonment. Accordingly, the
Five-Year Plan’s assumptions in this regard may be optimistic.

The foregoing sets forth some of the risks that the major premises of the Five-
Year Plan will not be met. There are a number of other premises upon which the
Five-Year Plan is based, any or all of which might not be realized.

Additional material information .

The Five-Year Business Plan is deemed by ConRail to include privileged and
confidential commercial and financial information that should not be generally
disseminated. Investors are nonetheless encouraged to seek access to any material
ConRail may have either within the Plan or otherwise. However, in order to pro-
tect its confidentiality, ConRail may require appropriate non-disclosure agree-
ments.

In addition, reference is made to Appendix I and II hereto which contain a
description of certain provisions of and problems under the Financing Agreement
zénd a description of certain material litigation threatened or pending against

onRail. :

Particular attention is directed to the provisions of the Financing Agreement
and ConRail’s Articles of Incorporation which provide that, if an event of default
occurs under the Financing Agreement, depending upon the nature of the default,
not only may the outstanding Debentures be declared due and pavable but, in
addition, all shares of Series A Preferred Stock then held by the United States
become subject to mandatory redemption. Under these provisions, upon the occur-
rence of an event of default, such as ConRail’s bankruptey, the outstanding Series
A Preferred Stock in effect would be converted into debt due to the United States.
In this connection attention is directed to Section 3466 of the Revised Statutes of
the United States (31 United States Code 191) which provides for a priority for
debts due to the United States in.cases of insolvency, receivership, and the like.
It is not clear whether this provision would apply to any claims of the United
States in respect of its investment in ConRail’s capital stock and debentures.

APPENDIX I

SUMMARY DESCRIPTION OF CERTAIN PROVISIONS OF AND PROBLEMS UNDER THE
FINANCING AGREEMENT

The Financing Agreement dated March 12, 1976, between United States Rail-
way Association (USRA) and ConRail provides for the investment by USRA
of up to $1 billion in ConRail 7.5 percent Convertible Debentures due January 1,



74

2011, and up to $1.1 billion in ConRail’s Series A Preferred Stock, such stock to
be purchased for $100 a share. Under the provisions of the Agreement, the maxi-
mum amount which may be invested by USRA in ConRail through the year 1978
is $1,826,900,000. ConRail’s current Five-Year Business I’lan contemplates that the
Government’s investment in ConRail will exceed this limitation by $148,000,000
by the end of 1978. A waiver of this limitation will be requested by ConRail, but
it is not known whether USRA and the Finance Committee will grant the waiver.
Failure to obtain the waiver will place ConRail’s financial position in jeopardy.

As is usual in such agreements, there are a number of affirmative and nega-
tive covenants. In addition to the usual covenants with respect to the payment
of its obligations, conduct of business and compliance with law, ConRail also
covenants that it will not, without the appropriate action by the Board of
Directors of USRA and/or the Finance Committee, amend its Articles of In-
corporation or By-Laws or issue any investment securities other than: (a)
securities issued to USRA or to any transferor in compensation for the transfer
to ConRail of rail properties in conformity with the applicable statutory re-
quirements, (b) debt securities incurred or assumed pursuant to Sections 211
or 215 of the Rail Act, and (c) debt securities incurred for the purchase or
reconstruction of transportation equipment. Additionally, the Financing Agree-
ment limits the debt which ConRail may incur including a limitation on
current bank debt which requires that current assets be at all times at least
equal to 110 percent of current liabilities, that for at least 30 consecutive days
each year no current bank debt be outstanding and that current bank debt
never exceed $100,000,000. Debt incurred for the purchase of real property is
limited to an aggregate of $25,000,000 outstanding through December 31, 1979
and $50,000,000 thereafter and such debt cannot exceed in any case 80 percent
of the acquisition price of the property involved.

The Financing Agreement also restricts the payment of most types of debt
by ConRail prior to stated maturity or as required by mandatory sinking fund
provisions. There are also restrictions upon the incurring of lease obligations,
the disposition of assets and upon sale-leaseback transactions which limit
ConRail’s ability to finance itself through the use of these types of transactions.

Effective on the earlier of January 1, 1981, the first day of the first full
calendar quarter in which USRA no longer has an obligation to make any
investment in ConRail under the Financing Agreement, or the first day of the
first calendar quarter following the expiration of any period of six months
during which USRA has not made an investment in ConRail under the Financ-
ing Agreement, ConRail is required to maintain Stockholders’ Equity, as de-
fined in the Financing Agreement, at a level not less than the greatest previous
Adjusted Stockholders’ Equity, also defined as the Financing Agreement, as of
December 31, 1980 or any subsequent year. After January 1, 1981 or such
earlier date as described above, ConRail is also required to maintain consolidated
current assets of not less than 105 percent of its consolidated current liabilities.

The Financing Agreement also requires ConRail to issue Contingent Interest
Notes to USRA as required by Section 216(d) (4) of the Rail Act. That section
provides that if the Board of Directors of USRA and the Finance Committee
modify the terms or conditions of the Financing Agreement or if the Finance
Committee waives compliance with any term, condition, provision or covenant of
the Debentures or Series A Preferred Stock, the Finance Committee may require
ConRail to issue Contingent Interest Notes in such amounts as, in the determina-
tion of the Finance Committee, will provide protection for the United States, in
the event of bankruptey, reorganization or receivership of ConRail, equal to the
protection the United States would have had in the absence of such modification
or waiver.!

Upon an event of default occurring and depending upon the nature of the
default, the passage of time and/or the passage of time combined with notice,
all Debentures outstanding become immediately due and payable and all shares
of Series A Preferred Stock held by the United States or an agency of the United
States become immediately subject to mandatory redemption.

. 1Under the terms of Subsection (d)(5) the Contingent Interest Notes are to bear
interest compounded annually at the rate of 8 percent per annum. Such notes and the
accumulated interest thereon shall be payable only in the event of the bankruptcy, reor-
ganization or receivership of CONRAIL occurring prior to the repayment and redemption
of all outstanding Debentures and Series A preferred stock. For other provisions of the
Contingent Interest Notes, see Exhibit D to the Financing Agreement.
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ConRail has reported to USRA a number of instances of noncompliance with
these covenants. USRA has recommended to the Finance Committee that it
waive any action under the Financing Agreement that it might take in respect to
those reported instances until 1979. If this waiver is not granted, the Finance
Committee, after notice and a failure by ConRail to cure such noncompliance,
could trigger acceleration of the Debentures and require redemption of the Series
A Preferred Stock.

The foregoing description of certain provisions of the Financing Agreement
does not purport to set forth in detail all of the provisions thereof and reference is
made to the Financing Agreement itself for other terms and conditions. A copy of
the Financing Agreement may be obtained from ConRail upon request.

AprpENDIX IT

LITIGATION

This appendix describes certain pending and threatening litigation. It is not
inclusive ot all pending and threatened litigation that could result in a loss to
Consolidated Rail Corporation (the Company) or its subsidiaries. Generally,
matters involving $10 million or more are described below.

A. Certain Amtrak wmatters.—On April 1, 1976, the Company sold to Amtrak
certain rail properties (known as the “Northeast Corridor”) in exchange for an
interest bearing mortgage obligation of $86 million, payable in installments over
not more than eight years, beginning October 1, 1976. The Penn Central Trustees
have contended before the Special Court that ’enn Central and other former
owners of the Northeast Corridor properties are entitled to the funds received
under the mortgage obligation and to additional consideration for such properties.

Amtrak has brought an action against the Penn Central Trustees seeking to
compel the Trustees to comply with a provision of their agreement with Amtrak
to maintain the level of utility on certain rail lines. The United States District
Court for the Southern District of Indiana has entered an order confirming an
arbitration award which ordered the Trustees to perform the obligations under
the_agreement. The United States Court of Appeals for the Seventh Circuit has
reversed this order and remanded the case. The Penn Central Reorganization
Court has denied Amtrak’s petition to enforce the arbitration award, and Amtrak
has appealed that determination. The United States Court of Appeals for the
Third Circuit has remanded that appeal to the Reorganization Court for further
proceedings and has ordered ConRail joined as an indispensable party. To pre-
vent certain determinations of ConRail liability by the Penn Central Reorga-
nization Court, ConRail sought and received from the Special Court a stay of the
Reorganization proceedings to the extent that issues of ConRail liability were
raised.

B. Vacation liabilitics.—The Company was required by the Rail Act to assume
and pay accrued vacation pay claims of former employees of the transferor estates
covered by collective bargaining agreements. The Rail Act entitles the Company
to be reimbursed for its payment of such claims, if, USRA determines that they

_are obligations of the transferor estates. The question whether claims for acerued
vacation pay are such obligations is currently being litigated in several courts,
and USRA has advised the Company that USRA will not make a final determina-
tion while litigation is pending. . .

With regard to former Penn Central employees, USRA has made a conditional
determination that the vacation claims paid by ConRail are obligations of Penn
Central in the amount of $60 million as a result of a compromise agreement
which the Penn Central Reorganization Court preliminarily found to be acceptable
for eventual inclusion in a plan of reorganization of that estate. This conditional
determination was the basis for a 1977 loan of $60 million to ConRail under
Section 211(h) of the Rail Act, which ConRail has agreed to repay (with inter-
est) if the compromise agreement is not incorporated in a Penn Central plan of
reorganization. The Company bhelieves that it is probable that the compromise
agreement will be incorporated in an approved plan of reorganization and it there-
fore has not provided any cash reserves with which to repay the loan.

C. Pension liabilities.—Certain pension plans were transferred to the Company
pursuant to the Rail Act. Unfunded termination Habilities for vested benefits
under these plans as of April 1, 1976 were approximately $27 million, of which
approximately $9 million relates to 14 pension plans terminated by the Company
on August 1, 1976.

44-399 0 - 79 - 6
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The Company in 1977 received loan funds under Section 211(h) of th.e Rail
Act of approximately $18.5 million which were deposited into the trusps for the
pension plans. The pension plans were then merged into the Company's pension
plan. The amounts obtained under Section 211(h) are deemed under Section
303(b) (G) of the Rail Act to be the obligations of the transferor estates, some of
which have indicated an intention to resist payment of those obligation§ by alleg-
ing that this statutory provision is unconstitutional, The Company believes that
USRA, pursuant to Sections 211(h) and 303(b) (6) and a certain Reimbursement
Procedures Agreement, bears the full risk of loss with respect to a failure to re-
cover these amounts from the estates for constitutional reasons.

The Company is required by the Rail Act to guarantee the payment of benefits
under the 14 terminated pension plans. The Company is entitled to borrow under
Seetion 211(h) amounts needed for adequate funding of the terminated plans as
- of April 1, 1976 which amounts are also deemed by the Rail Act to be obligations
of the transferor estates. I'he Company has applied for approximately $9 million
for such amounts, which have been committed by USRA, and are probable of re-
ceipt if needed. The Company has been borrowing under Section 211(h) amounts
needed for current benefit payments under terminated plans other than those of
the Penn Central estate, and expects to continue to do so until the liabilities
under such plans are either discharged or otherwise provided for.

D. Railroad retirement taxes.—The Railroad Retirement Board has recently
issued an opinion that Excelsior Truck Leasing Company, Inc. (Excelsior), a
wholly owned subsidiary of the Company, is subject to the Railroad Retirement
Act (“the Act”). Such an opinion, which may be chalienged by Excelsior, may
give rise to an assertion by the IRS that Excelsior is taxable as an employer
under the Railroad Retirement Tax Act (“Tax Act”). Excelsior has made em-
ployer payments under the Federal Insurance Contribution Act but it has mot
made the employer payments under the Tax Act. Should the IRS be successful in
an assertion that Excelsior is an employer under the Tax Act, Excelsior could
be liable for substantial back taxes, interest and, perhaps, penalties under the
Tax Act.

Another wholly owned subsidiary of the Company, Pennsylvania Truck Lines,
Ine. (“PTL”), could also be subject to a similar assertion by the IRS and could
also face substantial tax liabilities. A revenue ruling published by the IRS in
1974, if applied to PTL, could provide a basis for asserting that PTL is an em-
ployer under the Tax Act. The IRS has asserted Tax Act claims against sub-
sidiaries of other railroads which perform activities similar to those performed
by PTL.

B. Valuation case.—Pursuant to the provisions of the Rail Act, the Special
Court has commenced proceedings involving valuation of the properties trans-
ferred to the Company and the consideration received therefor. The Rail Act
mandates that the Special Court determine whether or not the consideration,
including the securities of the Company, certificates of value and other benefits
(taking into consideration compensable unconstitutional erosion, if any) received
or to be received by the transferors of properties to the Company, taking into
account the public interest, constitutes a fair and equitable exchange as a con-
stitutional minimum for the assets conveyed. Should the Court decide that the
exchange is not fair and equitable, it may allocate the consideration among the
transferors in such nature and amount as would make the exchange fair and
equitable, it may require the Company to issue additional secuurities, or it may
enter a judgment against the Company if the judgment would not endanger the
viability or solvency of the Company. Should the Special Court determine the
gxchange to be fairer and more equitable than required as a constitutional min-
imum, it is to order the return to the Company of the excess securities or other
rg]iet. It is not possible at this time to determine the likely outcome of the valua-
tion proceedings or the extent to which the proceedings may affect the Company.

F. Lehigh Coal & Navigation Co.—The Lehigh Coal & Navigation Company
(“LC&N") has tendered to the Company pursuant to Section 301(j) of the Re-
gional Rail Reorganization Act of 1973. as amended, its leasehold interest in the
Railroad properties of the Lehigh & Susquehanna Railread. The reversionary
interest and a leasehold interest in these properties were previously convered to
the Company. Under the lease, the Company is obligated to pay to LC&N an
annunal rental of $575,000 until 1998. In LC&N’s view, the Company is required
under Section 301(j) to now acquire LC&N's leasehold interest for approxi-
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mately $7 million.-A question has arisen whether the Company is in fact required
to acquire such interests in that financial assistance would not be available for
the acquisition of the interests as tendered by LC&N as contemplated by Sec-
tion 301(j). LC&N has instituted suit against the Company seeking to compel it
to accept the tender and to recover other alleged damages. The Company believes
that, while it has substantial defenses, it is not possible at this time to evaluate
the outeome of his litigation. The measure of the potential financial impact on
the Company with respect to the tender claim would essentially be the difference
between the $7 million (plus interest) sought by LC&N and the discounted pres-
ent value of the rental payments remaining under the lease.

The LC&N also asserts it is entitled to trackage right payments received
by ConRail from the Delaware & Hudson and it alleges an unlawful conversion
of certain properties but has not placed a claimed amount on this latter claim.

G. Agency compensation—"The United States Court of Appeals for the Sixth
Circuit has held that ConRail is not entitled to be compensated for performing
agency work on behalf of the Erie Lackawanna estate pursuant to Section 211(h)
of the Rail Act, A petition for reconsideration of this Order was denied. Through
June 30, 1977, ConRail had incurrent approximately $1.8 million in charges re-
lated to agency work for the Erie estate. Subsequently, the Trustees of the Read-
ing and Lehigh Valley estates petitioned their respective Reorganization Courts
seeking reformation of their prior agreements with ConRail with respect to
agency compensation. These petitions are pending. It is not possible, at this time,
to predict the outcome of these proceedings. In connection with ConRail’s agency
relationship with the Penn Central estate, ConRail has been paid $22 million
for agency work through December 31, 1977, pursuant to a settlement agreement
approved by the Penn Central Reorganization Court. If a challenge were raised
to the propriety of payment to ConRail of agency compensation by Penn Central,
the Company believes that it can assert substantial defenses which probably
would prevent recapture of any or all of the $22 million paid to ConRail.

H. New York sales and usc tax.—New York has asserted a sales tax liabil-
ity against the Erie Lackawanna with respect to “per diem” payments involving
the use of railroad cars between carriers on the theory that such payments con-
stitute taxable rentals. The Erie Lackawanna is resisting this liability in court.
If New York is successful against the Erie Lackawanna, it is probable that New
York will assert a similar claim against the Company. The Company has not
determined the extent of its potential liability under such a claim but it could be
substantial. Furthermore, other states may adopt the same position as New York.

I. Environmental matter.—Federal law required the Company to install cer-
tain water pollution control improvements on portions of its properties by
July, 1977. This was not accomplished with respect to a number of locations,
although procedures have been established to achieve compliance at the earliest
possible time. The penalties which may be imposed for failure to comply with
the law are substantial. It is not now possible to determine the financial impact
of such noncompliance or whether substantial penalties will be levied against
the company for failure to comply timely.

J. Occupational safety and health.—Provisions of the Occupational Safety
and Health Act of 1970, which may be found to be applicable to ConRail, may
require the Company to install certain protective devices in its shops and on
its equipment. It is not now possible to determine the financial impact of com-
pliance with the Occupational Safety and Health Act requirements or whether
substantial penalties would be levied against the Company for failure to comply.

K. Revicw of ConRail's acquisition of the stock and other interests in, or in
respect of, certain subsidiaries—Under Canadian law the acquisition of the
stock of, and interests in, The Canada Southern Railway Company, St. Law-
rence and Adirondack Railway, Niagara River Bridge Company and Detroit
River Tunnel Company may require the approval of the Canadian Transport
Commission (“CTC”) and the Foreign Investment Review Agency of Canada
(“F{RA”). While the CTC has issued an interim order directing ConRail to
cm_mnue rail operations in Canada which had been conducted, prior to April 1,
1976, by Penn Central Transportation Company, final determinations are yet
to be made by the CTC and FIRA. In addition, certain minority shareholders
of The Canada Southern Railway Company have intervened in the CTC pro-

ceeglings seeking various items of relief on behalf of The Canada Southern
Railway Company.
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L. State of Illinois v. Consolidated Rail Corporation; Consolidated Rail Cor-
poration v. State of Illinois.—These related cases involve litigation relating to
the manner in which ConRail’s freight operations are to be conducted in South-
ern Illinois, and specifically the validity of certain trackage rights agreements
entered into between ConRail and Louisville and Nashville Railroad Company.
Initially, a Federal District Court in Illinois found the trackage rights agree-
ments invalid and enjoined ConRail’s operations pursuant thereto. That ad-
verse determination was appealed to the United States Court of Appeals for
the Seventh Circuit, but the appeal has been stayed by that court pending
resolution of the matters referred to below.

Subsequent to the District Court’s determination and ConRail’'s appeal, Con-
Rail initiated litigation in the Special Court created pursuant to the Rail Act.
The Special Court has preliminarily enjoined the State of Illinois from litigat-
ing the issues originally sought to be litigated in Illinois other than before the
Special Court and has found the trackage rights agreements to be valid. The
State of Illinois sought review in the Supreme Court of the Special Court’s
preliminary determinations, and on February 22, 1977, the Supreme Court
denied the State of Illinois’ Petition for a Writ of Certiorari. The matter is
now before the Special Court for final adjudication. If ConRail were ultimately
unsuccessful in its litigative efforts before the Special Court and the Seventh
Circuit, substantial sums could be required to be expended by ConRail to re-
habilitate certain freight lines in Southern Illinois. Although the issues pre-
sented are legally complex, the likelihood of an outcome unfavorable to the
Company would appear to be remote.

M. Regulatory matters.—Proceedings are pending before the Interstate Com-
merce Commission relating, among other matters, to revisions of basic and in-
centive per diem rates, guidelines for divisions of revenues among interchanging
carriers and for establishing adequate revenue levels, and increased freight rates
and charges. These proceedings could have a material effect on the financial con-
dition or operations of the Company.

* N. Property and transfer tazes—The Company has instituted a Property Tax
Program pursuant to which it has offered to pay all State and local taxing juris-
dictions, within which there is located real property that was conveyed to it, the
principal amount of all real property taxes attributable to the period following
April 1, 1976 for tax periods spanning that date. Based on Section 303(b)(2)
of the Rail Act and the Order of the Special Court conveying the properties, it
is the Company’s position that it is responsible only for the principal amount of
such taxes and not for any interest or penalties attributable thereto. The State
of New Jersey has informally asserted a claim for statutory interest and pen-
alties. Should New Jersey pursue this claim successfully the Company could be
obligated to pay interest and perhaps penalties to other taxing authorities as well.

In addition, the State of New York has asserted the Company is liable for Sales
Tax on the transfer of properties to it incident to the conveyance despite Section
303(e) of the Rail Act which, in the Company’s view, exempts the transfer from
State transfer or sales taxes. If New York is successful in its assertion other
States could assert similar claims with respect to the transfer of rail properties
to the Company.

0. RSPO proccedings—Commuter subsidy payvments to ConRail are based on
standards promulgated by the Rail Services Planning Office (RSPO) of the
Interstate Commerce Commission. One commuter authority (SEPTA) for which
ConRail provides substantial commuter services has taken the position that the
RSPO standards result in the overpavment of subsidies to ConRail and has
petitioned RSPO to reopen its rulemaking proceeding. RSPO thus far has re-
opened consideration of the extent to which liabilities (e.z.. personal injury and
property damage claims) arising out of commuter operations should be included
as expenses for which ConRail is to be made whole. Other aspects of the RSPO
standards may be reconsidered as well.

ConRail’s position is that the standards do not take into consideration all of
the costs for which ConRail should be reimbursed. It is not possible at this time
to predict the probable outcome of these proceedings.

P. Matters listed in ConRail-USRA financing agrecement.—Incorporated herein
by reference is all pending and threatened litigation referred to in Appendix II to
the Financing Agreement by and between United States Railway Association and
Consolidated Rail Corporation, dated March 12, 1976.
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These matters include various challenges to the conveyance of rail properties
to ConRail and the extent of ConRail’s obligations respecting those properties
for the period after April 1, 1976. The proceedings in these matters are reported
in the Special Court Reporter, copies of which will be made available to any
interested party upon request.

Representative Morrert. I thank the subcommittee for creating this
forum. I agree with Mr. Chesser that we need much more of this. I
don’t think all of our congressional units that are responsible for
transportation are as vigilant. You are giving us an indication that
at least this one unit, this subcommittee, is going to be, and I think
that’s good.

Thank you.

Senator McGover~. Thank you.

Mr. Crrsser. I think T better set the record straight. I might have
hurt Mr. Reebie’s feelings.

If he thinks I put the pressure on him, so to spealk, to quit speaking
about these problems, we try to see to it he doesn’t sell his roller
coaster, his car. It’s a good one. I hope he sells a lot of them. It will
work.

What I am saying to you, Mr. Reebie, is to pay damn good attention
to your car and leave labor relations to somebody else.

Senator McGover~. I was asked by one of the reporters during a
break how long we are going to continue this study and this analysis.
I refused to put any time limit on it, because I don’t know how long
it is going to take. It is going to continue until such time as we have a
clear view of what the problems are. That may be some time yet. We -
have some studies that have already been completed that are excellent
studies. ) _ ‘

You have given us some material here. Mr. Reebie and others have
developed excellent studies. And we have to have time to digest and
evaluate them. There are other reports we want to look at.

But at some point after we have had a comprehensive and thorough
look at the railway problem—and we have touched on a few of those
problems this morning—we will have some things to say and some
recommendations to make.

At this time I don’t have any reflections concerning recommenda-
tions we will make. I think we have some serious problems in a very,
very important industry relating to critical national problems, such
as unemployment, inflation, and urban difficulties.

In any event, the hearings will resume in Washington, on July 24
and 26. And we are going out to my State on the 28th of July. And we
will go on from there to look at the problems as comprehensibly as
we can.

I do want to thank all of the witnesses who are here today. I think
we have had an excellent opening session, and we are grateful for your
appearance and testimony.

The hearing is recessed.

[Whereupon, at 12 noon, the subcommittee recessed, to reconvene at
9 a.m., Monday, July 24, 1978.]
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MONDAY, JULY 24, 1978

CoNGRESS OF THE UNITED STATES,
SuBcoMMITTEE ON EcoNoMIC GROWTH AND
StaBILIZATION OF THE JOINT EcoNomic COMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 9 a.m., in room 5110,
Dirksen Senate Office Building, Hon. George McGovern (member of
the subcommittee) presiding.

Present: Senators Sparkman, McGovern, and Javits; and Repre-
sentative Brown of Ohio.

Also present: Philip McMartin, professional staff member; Mark
Borchelt, administrative assistant; Robin Carpenter, member, Senator
McGovern’s staff; and Charles H. Bradford and Robert H. Aten,
minority professional staff members.

OpENING STATEMENT OF SENATOR MCGOVERN, PRESIDING

Senator McGoverN. The subcommittee will be in order.

This session of the subcommittee’s hearings on railroad policy and
problems reflects two distinct and important levels of concern: Allega-
tions of serious mismanagement within ConRail, the country’s largest
railroad which survives on the investment of taxpayer dollars; and
fundamental problems and requirements of the Nation’s rail industry
as a whole.

The issues regarding ConRail to be discussed today should be of
great concern to ConRail, Congress, and the entire rail industry. The
purpose of ConRail, while to provide continuation of rail service in
the Northeast, was also a dramatic attempt to prove that with innova-
tive management operations, altered work rules. and efficient car utili-
zation, a profitable, private sector railroad could emerge from the six
bankrupt lines comprising the ConRail system today.

The ultimate goal was to establish ConRail as a model for the rest
of the industry. However, ConRail has not been able to achieve profit-
able operations with the $2.1 billion Congress has already appropri-
ated. An additional $1.28 billion authorization is pending before the
Senate this week, and ConRail’s overall operations have steadily
declined.

If the corporation cannot effect changes on their system to halt this
decline in operations, service, reliability and efficiency, Congress will
be forced to admit that the objectives of this private sector attempt
cannot be achieved.

Such conclusions may have tremendous impact upon the future of
the Nation’s rail industry.

(81)
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Therefore, it is incumbent upon the Congress to examine the nature
of the problems ConRail is facing and to assist them in any way to
identify these problem areas and to suggest improvements.

Charges of highly wasteful practices and possible fraud have been
made against ConRail’s management by the Transport Workers
Union and by an official of the United Transportation Union. These
witnesses have asked for an opportunity to testify because of their
concern for the future of Conkail’s employees and their expressed
convictions that ConRail, as it is now structured, cannot survive, if
serious mismanagement continues. Their allegations and questions de-
mand immediate answers by ConRail where necessary.

In an effort to resolve these allegations as quickly as possible, I have
made information to be presented by the unions available to ConRail
and the U.S. Railway Association officials in order that they may have
prepared responses. ConRail spokesmen have agreed to testify on these
allegations today. Mr. Donald Cole, president of USRA, is scheduled
to testify on this and other matters on Wednesday, July 26.

Beyond this, I am calling this portion of the hearing record to the
attention of the ConRail Board of Directors, the Interstate Commerce
Commission and the Department of Justice in order that they may
determine what appropriate corrective steps should be taken.

The problem is compounded by the fact that ConRail’s complete
answer was not received until shortly before the hearing. We try to
cover the major points on both sides of the issue, with the intention
of giving both sides these documents, the full attention they deserve
in the weeks ahead.

With this in mind, I am advising them that they may be on call
to complete the hearing record. i

The second phase of this morning’s hearing will consist of the testi-
mony of three distinguished management and railroad shipping ex-
perts. We will be addressing the challenges presented to the national
rail system by rail operations, shipping and worker productivity prob-
lems. One of the most critical problems facing the industry today are
the increasing number of decisions being made by shippers to utilize
other modes of transport. ]

These decisions contribute substantially to the continuing decline of
rail revenues. The increasing lack of service efficiency and reliability
contributes substantially to the continuing decline of rail revenues.
The increasing lack of service efficiency and reliability contributes
substantially to the railroads’ inability to compete with other modes.

We will begin with the statements of Albert A. Terriego, interna-
tional vice president, railroad division, Transport Workers Union of
America; Robert Morritt, Local 95 of the United Transportation
Union; and John Sweeney, vice president, government affairs, of
ConRail. After they have testified, Arthur Grotz, railroad manage-
ment consultant; William Smith, acting chairman, United States
Railroad Association; and Clifford Worth, general traffic manager,
Westvaco, will be asked to come to the witness table to present their
statements. )

I will ask all of you to give a 10-minute snmmary of your prepared
statements with the understanding that those prepared statements
and any accompanying material will be made part of the hearing
record.

Senator McGovern. Senator Javits.
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OPENING STATEMENT OF SENATOR JAVITS

Senator Javirs. I’'m here just to say that I came to learn as much
as I could about these hearings. I consider them crucially important.
I think the railroad system of this country is infinitely underesti-
mated in its economic and social importance to the country. Though
I may not have the direct interest my colleague has, coming from the
great part of the middle of the country which is served by the rail-
roads, we have an enormous interest in the Port of New York.
Senator, as my engagements this morning make it impossible to
“: stay too long, I ask unanimous consent that I may put certain ques-
tions to ConRail concerning the problems in the city of New York,
and the problem of rail support, which we lack, and ask that they
be answered in writing by ConRail, and that the answers and questions
be made a part of the record.
. Senator McGovern. Without objection, the Senator from New York’s
request will be honored; and we are glad he is here for whatever time
he can give us. :
- Now we will have Mr. Terriego, the international vice preisdent
of the Transport Workers Union, as our first witness.

STATEMENT OF ALBERT A. TERRIEGO, INTERNATIONAL VICE
- PRESIDENT-DIRECTOR, RAILROAD DIVISION, TRANSPORT WORK-
ERS UNION OF AMERICA, AFL-CIO

. Mr. Terrigco. Senator, I would like to thank this subcommittee for
Inviting me to appear here today to give my testimony, and the oppor-
tunity. to express my opinions in regard to national rail policy and
the future of rail service in the Northeast United States, and more
specifically, the future of the Consolidated Rail Corporation.

My name is Albert A. Terriego, international vice president-director,
railroad division, of the Transport Workers Union of America, AFL—
CIO. We represent approximately 10,000 workers on ConRail who
are engaged in Ijepa.lrlnf and inspecting its freight cars and equipment.

I have submitted a lengthy prepared statement with attachments
to this subcommittee, and I would like to comment briefly on those.
I would be glad to answer any questions concerning any of the contents
of my prepared statement.

The prepared statement is separated into three parts. The first part
deals in general terms of the decline of the American railroads in the
Northeast United States, particularly since the end of World War IT,
and the mismanagement and bankruptcy of the railroads which led
to the formation of the Consolidated Rail Corporation by the U.S.
Congress.

More specifically, my prepared statement points out the incredible
mismanagement and practices of ConRail officials, the misuse of funds
supplied to ConRail by the U.S. Congress, which has caused great
suspicion of propriety and coverup by ConRail management.

Part IT and TIT of my prepared statement deals more specifically
with examples of mismanagement and misuse of funds that are sup-
ported by documents and invoices that were submitted to ConRail
by the 146 outside contractors that ConRail has engaged to provide
equipment for wrecks and derailment service, even though ConRail
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employees have the exclusive right by labor agreement to perform the
service. The former railroads making up ConRail have always tradi-
tionally performed its own wreck and derailment services with its own
wreck crews stationed in strategic locations on their systems, and have
always owned and maintained their own wreck equipment.

We as honorable and concerned union representatives recognize
that the rules, wreck equipment, and old steam derricks, were out-
moded and should be replaced with more modern and efficient over-
the-road mobile cranes. We changed our labor agreements to
accommodate the railroad in this regard, to give it more flexibility
in utilizing its work force, but still, at the same time, retaining the
right to perform the ground work. We changed the labor agreements
on four different occasions in the past 2 years, but each time the situa-
tion became worse, and the use of contractors accelerated.

Off the record, Senator, it appears to us it does not make any dif-
ference how they write the wrecking rules. Because they are going
to circumvent the contract to get outside contractors.

Immediately after the agreements with the Transport Workers
Union and the Brotherhood of Railroad Carmen of America and
Canada were. signed, the railroad began using outside contractors
equipment for derailments at 10 to 20 times greater cost.

ConRail began to phase out its outmoded equipment, but failed to
replace the equipment, thereby creating a situation where they were
forced to use outside contractors’ mobile cranes to a point where it
now exclusively uses a contractor, at 10 to 20 times greater cost.

We consider it almost an act of criminal neglect for a railroad man-
agement to strip itself of its vital wreck equipment and become a
vulnerable victim to a group of 146 contractors who are bleeding
the railroad of the vital funds that are needed to operate the rail-
road and make it solvent. Funds paid to contractors are a major
factor in ConRail multimillion dollar yearly losses.

By using information supplied to us we have concluded that ConRail
is literally giving away an estimated $180 million a year to outside
contractors when their own forces could perform the same service
for $20 million yearly and that would include $6.5 million to purchase
30 100-ton mobile cranes, thereby eliminating the need for contractors.

My prepared statement points out the waste, and reveals thousands
of instances where ConRail pays three times for the same work per-
formed, just for the privilege of using an outside contractor. This
fact has caused great concern and suspicion among the employees.

My prepared statement also reveals the fact that ConRail could
save multimillions of dollars by building their own freight cars in
their own shops, but for some unexplained reason have failed to
utilize its shops and work force. My statement contains the production
records of their Altoona car shops, and the capability of the shops.

ConRail owns the largest and most modern car building and re-
pair shop in the world. Its shops can double the new car production
of any similar shop in the world. ConRail has failed to utilize these
shops, and now contracts out the work at 15 to 20 percent greater
cost. Its own shops can produce a hopper car for $4,000 less than
any other shop, however, ConRail saw fit to contract out a $4,000
hopper car order to outside contractors, and now plans another 11,000
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car order that is in the planning stage. If both orders were completed
in its own shops, ConRail could save another $60 million.

We have concluded that ConRail will never survive following its
present policies, and cannot afford the luxury of using outside con-
tractors at 10 to 20 times greater cost.

We suggest that this subcommittee initiate an Intensive investiga-
tion into ConRail’s policies of contracting out in all departments of
the railroad, and stop this massive misuse of funds,

Senator McGovern. Mr. Terriego, I think before we question you,

we will hear from Mr. Morrett, and then we will question you both,
Thank you.

[The prepared statement of Mr. Terriego, together with attach-
ments, follows:] :

PREPARED STATEMENT OF ALBERT A, TERRIEGO

Part I

My name is Albert A. Terriego and I reside at 25 Winthrop Place, Hazlet,
New Jersey. I am presently employed as International Vice President-Director,
Railroad Division, of the Transport Workers Union of America, AFL-CIO, and
have held that position since 1975. Our International Headquarters are located
at 1980 Broadway, New York, N.Y.

In my position as director of the railroad division, I am responsible for ad-
ministering its affairs’ and negotiating contracts that cover approximately 15,000
railroad employees on 10 of the Nation’s railroads. I am presently serving as
chairman of the negotiating committee of the joint council of carmen on AM-
TRAK nationwide. In addition, I negotiate contracts for certain employees
on the Port Authority of New York, including Path and the old Hudson Man-
hatten Railroad. I entered railroad service as a laborer on the Pennsylvania
Railroad Company on March 10, 1942, at age 17, and except for service in World
War IT—1943-45—1 have been associated with the railroad and railroad labor
unions ever since,

I have watched the decline of the American Railroad in the northeast United
States, particularly since the end of World War II.

I can recall when it was a distinet honor as a young man to be employed by
the Pennsylanvia Railroad Company in post World War IT ERA. Railroad work-
ers were among the most respected industrial workers in the country. A rail-
road pass issed to worklers by the Pennsylvania Railroad was more honored for
identification and establishing credit than any of the present-day credit cards
in existence today. I am sorry to say that children of ConRail employees today
are literally embarrassed to reveal to friends that their father is an employee of
ConRail. a bankrupt company that is made a butt for jokes by the public and
news media of this country. It is no honor to work for a company that is hope-
lessly mired in bankruptcy with billions of dollars in debt and operating on
Government handouts, whose management is literally driving the company
deeper into a hole by the squandering and misuse of funds.

The leadership and members of the transport workers union have done every-
thing in their power to help the railroad right itself and make a respectable show-
ing in an attempt to put the bankrupt railroad back on its tracks. We have taken
pains together with the Brotherhood of Railway Carmen of the United States
and Canada to change our entire labor agreement with ConRail to provide it
with more flexibility to utilize its work force. We have negotiated an entire
new agreement with ConRail. We have informed our members through bulletin
board notices and meetings that theft and waste of ConRail funds will not be
tolerated by the transport workers union. In the attachment at the end of part I
of my prepared statement is a notice identified as Exhibit A. We have given to
the management of ConRail, at great sacrifice to our memebrs, changes in the
labor agreement and work rules, which makes it less expensive to clean up wrecks
and derailments on ConRail property and right-of-way and to get the railroad
right-of-way open at faster speed. No other unions in the country has made such
drastic changes in its labor agreements to accommodate the railroads.
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We have changed our work rules agreement which in the past prohibited
ConRail management from using outside contractors’ equipment for wrecks and
derailments, thereby giving management the right to use outside contractors’
equipment where it is truly more economical and efficient to do so. We re-negoti-
ated the agreement with provisions that ConRail would use ConRail carmen
represented by the Transport Workers Union of America and the Brotherhood
of Railway Carmen of the United States and Canada to work in conjunction with
the outside equipment with no penalties for using the outside contractor. Con-
Rail has flagrantly abused these agreements and now use contractors’ equipment
and crcws in violation of the labor agreements. It must be noted that each time
ConRail management violates the agreement in using and paying for the outside
contractors’ crews, it must also pay its own Carmen employees for sitting at their
homes. The cost of clearing wrecks has gotten out of control, millions of dollars
are being wasted because of ConRail’s persistent using of outside contractors.

Regardless of how hard we try to help ConRail it seems that ConRail manage-
ment continues to find more ways to destroy ConRail. We will present evidence
to this subcommittee that ConRail will never succeed with the present attitude
and misuse of ConRail funds by ConRail management. The flagrant abuses and
mismanagement of funds by ConRail officials have caused great concern among
employees in all departments throughout the ConRail system.

We have, therefore, organized and instructed our members to police and report
to my office any evidence of misuse of ConRail funds by any member of manage-
ment. We have been flooded with evidence of such abuses and mismanagement and
that becomes my primary reason for appearing before this subcommittee. It is a
national tragedy that ConRail officials are not willing to police their own people to
eliminate these abuses of funds. I will submit to you in the brief time that I have
before this subcommittee just a few examples of misuse of funds, and misplace-
ment of trust. These examples, I am sure, will be shocking to this subcommittee as
they have been to us, and to thousands of ConRail employees throughout the Con-
Rail system.

EXAMPLE NO. 1

It was reported to me by our union members in Williamsport, Pa., that the shop
superintendent at the Newberry Junction car shop was detected removing a gon-
dola car full of new railroad ties while the car was stationed in the Newberry car
shop for repairs. The shop superintendent purposely delayed the car in the shop
for 1 week until a Saturday morning when he and two other supervisors removed
300 new ties from the property valued at $17.00 per tie to a farm owned and oper-
ated by a relative of the shop superintendent. I dispatched our international repre-
sentative to the scene to investigate. Our international representative secured the
necessary information and wrote to the chief mechanical officer and division
superintendent about the incident and requested a meeting to discuss the situa-
tion. After he was ignored for 2 weeks he insisted that unless a meeting was sched-
uled, the union itself would file charges with the local police in Williamsport, Pa.

A meeting was finally arranged with ConRail’'s division superintendent, chief
mechanical officer, and ConRail’s division chief of police. At the above meeting,
the chief mechanical officer defended the shop superintendent and dismissed the
information as petty and praised the shop superintendent asa good, conscientious
ConRail supervisor.

When it appeared that a coverup was taking place, I personally went to Phila-
delphia and met with ConRail’s top officials in the personnel department and made
an official complaint. As a result of this complaint, two ConRail police inspectors
were subsequently dispatched to Williamsport, Pa., and after investigation by
ConRail’s police inspectors, the shop superintendent was apprehended and jailed
in the Lycoming County, Pa., jail, suspended from his position with ConRail, and
was later dismissed.

The 15 employees, who were emploved at the Williamsport car shop and mem-
bers of this organization at the time of the incident, paid the supreme sacrifice for
being conscientious and dedicated ConRail employees who carried out our policy
to apprehend thieves on ConRail. The chief mechanical officer and master me-
chanic closed the Williamsport and Newberry shop 30 days after the shop superin-
tendent was jailed and dismissed. We considered this an act of retaliation. The
shop is now permanently closed. The master mechanic has informed our inter-
national representative that he considered the shop superintendent a very good
and conscientious employee and would make an attempt to have him reinstated to
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his former position. We strenuously resent this type of attitude by members of
management. Subsequent investigation developed the fact that the Williamsport
shop superintendent had been misusing funds and material from ConRail for a
long period of time before he was apprehended.

I would like to call to the attention of this subcommittee of the delay and laxity
on the part of ConRail in handling this situation. Exhibit B identifies the commu-
nications concerning the incident in Williamsport and Newberry Junction, Pa.

EXAMPLE NO. 2

On January 13, 1977, at 9 p.m., the Penn Erection & Rigging Co. of Turtle Creek,
Pa., appeared at the Conway, Pa., freight yard with a 100-ton mobile Holmes
crane and pick-up truck. This 100-ton mobile crane was parked at the Conway, Pa.,
ConRail car shop parking lot from 9 p.m., January 13, 1977, until 1:30 a.m. Janu-
ary 24, 1977, for a 12-day uninterrupted period and again from 12 midnight, Janu-
ary 31, 1977, until 12 midnight, February 11, 1977, for another 11-day uninter-
rupted period. The total aggregate time that the 100-ton mobile Holmes crane was
parked at the ConRail Conway, Pa., car shop was 552 hours. The rates charged by
the P’enn Erection & Rigging Co. to ConRail for the privilege of parking its 100-
ton crane and a small pick-up truck was as follows :

24 hours for 100-ton Holmes mobile crane and pickup truck

Holmes crane first 8 hours regular rate at $140 per hour_______________ $ 1,120
Holmes crane next 16 hours at premium rate of $165 per hour—__________ 2,120
Pickup truck at $19.50 per hour for 24 hours__________________________ 468

Total charge for crane and pickup truck for each 24 hour period___ 4,228

The total charge to ConRail for the above service performed of parking the
Penn Erection & Rigging Co. 100-ton mobile Holmes crane and a small pick-up
truck on ConRail property for the period of 552 hours mentioned above was the
fantastic figure of $91,546.33 for performing no work.

Under the terms of the agreement, ConRail would have realized a generous 3
percent savings if the bill was paid in full within 15 days.

The above equipment, with the exception of the pick-up truck, was parked, but
never used to perform any service for ConRail, and the pick-up truck with a
charge of $468 per day never appeared at the Conway, Pa., yard. The invoices for
the above service are recorded as Penn Erection & Rigging Co.’s invoice No. 1574,
dated January 31, 1977, and invoice No. 1621, dated February 11, 1977, listed under
customer order number 44233 and job No. 872, are identified as exhibit C. -

Members of our organization and, also, some lower-level management person-
nel employed at Conway, Pa., submitted this information to the ConRail officials
in July of 1977. To date there has been no resolution of this situation and the
situation has grown worse. Members of our organization and lower-level manage-
ment personnel at Conway are ready and willing to testify that the crane was
parked for the 23-day period and did not move from the parking lot for the entire
period and that the pick-up truck was never in Conway, Pa., as charged by the
Penn Erection Co.

The witnesses will be presented to this subcommittee upon request, as will all
other statements and documents, to support the allegations contained in his
statement.

While the Penn Erection & Rigging Co., 100-ton Holmes crane was parked at
the Conway car shop doing nothing for a 23-day period, there were many derail-
ments occurring in the Conway yard and area. It is very interesting to note how
the derailments occurring in the 23-day period in question were handled while
the contractor’s 100-ton mobile crane was sitting by doing nothing at the Conway
yard.

On January 14, 1977, a derailment occurred at 5 hump in the Conway yard while
the same 100-ton Penn crane was sitting idle. The derailment occurred approxi-
mately 200 yards from where the same 100-ton crane was parked. To clear up the
derailment, Penn erection was ordered to bring in 2 additional 75-ton mobile
cranes and a pick-up truck to clear up the derailment which took 17 hours at a
cost of $4,826.12 to ConRail. The work on the above derailment was performed
while the Penn Erection 100-ton crane was being paid at a premium rate for sit-
ting idle on a full-time basis at theConway car shop 200 yards away. The invoice
No. 1543, dated January 21, 1977, is identified as exhibit D.
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Again 2 days later on January 16, 1977, another derailment of a locomotive
occurred in the Conway yard area at Island Avenue in Pittsburgh, Pa., which is
approximately 12 miles from the Conway yard limits. Again, while the 100-ton
Holmes crane was stationed at Conway and under pay, Penn Erection was
ordered to dispatch another 100-ton Holmes hi-rail crane and a 75-ton crane and
pick-up truck to the scene. The Penn Erection Co., performed the work from 4
p.m. to 12 noon at a cost to ConRail of $2,649.10, again while the Penn Erection &
Rigging Co., 100-ton Holmes crane was standing by at Conway being paid premium
rates and doing nothing. The Penn Erection invoice number on the above derail-
ment is 1316, dated January 18, 1977 and identified as exhibit E.

The most flagrant case of mismanagement occurred 5 days later, on January 21,
1977, when at 5 p.m. a derailment of 5 cars occurred at Vanport, Pa., a distance
of 5 miles from the Conway yard. The company dispatched the ConRail Conway,
Pa., wreck crew with their own wreck equipment, which consisted of a 200-ton
steam derrick and a crew of 10 men to the scene of the derailment. The ConRail
wreck crew cleaned up the derailment within 10 hours and, I want to emphasize,
with no help from the Penn Erection Co. A bill was submitted to ConRail by Penn
Erection for the same derailment for January 21, 1977, at Vanport from 5 p.m. to
3:30 a.m. in the amount of $6,630.00. Witnesses at the scene, including some mem-
bers of management, will testify that Penn Erection charged for the work and
never did appear at the scene of the derailment at Vanport and all of the work
at the Vanport derailment was performed by ConRail employees. It must be noted
that ConRail was charged by Penn Erection for work that was never performed
at Vanport, Pa., while another Penn Erection 100-ton Holmes crane was sitting
by at Conway at a cost of more than $4,000 per day doing nothing. Invoice No.
1567, dated January 31, 1977, is identified as exhibit F. Witnesses will be presented
to verify that Penn Erection did not appear at the scene at Vanport and performed
no work. We suggest that this incident warrants a suspicion of fraud.

The above incidents of gross mismanagement are only a small fraction of the
cases that occur on a daily basis throughout the ConRail system in the 16 States
that ConRail services. Although we have complained about them to management
it has never undertaken to give us a satisfactory answer. Exhibit G identifies
copies of correspondence that show I have made complaints of the abuses and
the management has disregarded by complaints.

Wrecking contractors are parasites who generally seem to have cozy arrange-
ments with middle level members of management who are trusted with the
responsibility of cleaning up wrecks on ConRail property. There are numerous
wrecking contractors stationed throughout the 16 States in which ConRail oper-
ates, and some of them are large contracting firms that provide fringe benefits
to members of ConRail management.

Contractors are assigned to territories which are dictated by the division super-
intendents who have complete authority on the use and abuse of using outside
contractors for wrecks and derailments with no apparent restraint by higher level
management officials. The following is an example of the above policy of using
contractors by ConRail officials:

Kenneth Lowe, a ConRail division superintendent stationed in the New Jersey
area, was recently transferred to the Cleveland, Ohio, area. While Lowe was
stationed in New Jersey, he used exclusively the equipment from Isringhausen
Co. from the Newark, N.J., area on ConRail derailments. The ConRail division
superintendent in Cleveland at that time used All-Wrecking Co. Shortly after
Lowe's transfer to the Cleveland, Ohio, area as ConRai] division superintendent,
Isringhausen Co. equipment appeared at the seene of the derailments in Cleveland,
Ohio. In effect, some superintendents take their own contractors with them when
they are transferred to other areas of ConRail. What arrangements were made
between the ConRail official and the outside contractor are not made available
to us. Exhibit H is a letter of complaint by the Brotherhood of Railway Carmen
of the United States and Canada on the use of the Isringhausen firm in the New
Jersey area.

As herein before stated, contractors are stationed in areas throughout the
ConRail system as designated by division superintendents. Hulcher Wrecking
Co. is the most prominent outside contractor dealing in wrecking and is used in
most of the areas between St. Louis and Boston. Hulcher is noted for providing
the most lucrative fringes to ConRail management as reported to us. Mor-Trak
is used in the Syracuse area. Winters Co. and Lake Steel Co. are used in the
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northern New York area. Penn Erection is used in the eastern Ohio and western
Pennsylvania area. Isringhausen handles the New Jersey area and now has
replaced the All-Wrecking Co. in the Cleveland and northern Ohio area.

I have in my possession records of many similar incidents too numerous to be
included in this statement which I would be glad to submit to this subcommittee.

We submit that we have provided evidence of gross neglect and mismanage-
ment by ConRail officials. We suggest that an investigation should be con-
ducted on the use of outside contractors. Contractors should be replaced and
the wrecking work turned over to ConRail employees who can perform the work
at a fraction of the cost and would eliminate the waste of much needed funds
that ean be used to operate the railroad system.

CONTRACTING OF BUILDING OF FREIGHT CARS

ConRail has announced that it intends to contract out the work of building
4,000 hopper cars rather than construct the hopper cars in its own freight car
shops on the ConRail system. .

ConRail operates 4 large car shops on its system that are capable of building
new freight cars. The car shops are located in Altoona, Pa.; Reading, Pa.; Mead-
ville, Pa.; and Beech Grove, Ind. The largest of these shops is located at Altoona,
Pa., and is considered to be the largest most modern and efficient freight car
building and repair facility in the world. In peak production periods in 1959,
the Altoona shops built 8,244 new freight cars for the Pennsylvania Railroad
Co., while performing all of Pennsylvania’s heavy repairs at the same time. The
production record of the Altoona Sam Rea Car Shop from 1955 through 1975, is
identified as exhibit I. The shops have never reached their full potential.

The Altoona shop is equipped with 4 assembly lines to build freight cars on a
3-shift basis. An example of the capabilities of this enormous facility reveals
that the shops can produce 24 new hopper cars per line per 8hour shift. If only
2 lines were used to build hopper cars on a 2-shift basis, the shop could produce
96 hopper cars on a 2-shift basis. The remaining half of the shop can be used to
meet ConRail’'s needs for heavy repair to freight cars. If Altoona were used
exclusively for building cars, the 8 smaller shops could provide all the necessary
heavy freight car repairs for ConRail. It is a well-known fact there would be
millions of dollars saved if ConRail had properly planned to utilize its own shops
to build the 4,000 hopper car order which was let out to 8 outside contractors in
the month of January, 1978.

It has been reported to me that planning is now underway for an 11,000 new
freight car program for delivery late in 1978. However, there has been no decision
to date on contracting out the work on the 11,000 freight car order. There is no
question in my mind that ConRail’'s own shops can produce the 11,000 new freight
cars at a substantially lower cost with much quicker delivery to ConRail, while
ConRail is in desperate need of new freight equipment,

I have informed ConRail officials that we are willing to sit down with manage-
ment and provide them with the flexibility in utilizing the work force to gain
maximum production in any car building program if they chose to build the cars
in ConRail’s own shops. To date ConRail has not responded to our suggestions.

We are concerned that if the ConRail policy of contracting out work to the
outside is extended to contracting out the building of cars, then millions of
dollars that could be saved will go by the wayside.

During the year 1974 many political leaders toured the Altoona car shops when
the U.S.R.A. was in the process of formulating the final system plan for ConRail.
U.S. Secretary of Transportation Claude Brinegar stated after his tour of the
shops that he was amazed at the attitude and high spirits of the work force and
that you could not tell you were walking through a shop owned by a bankrupt
company. The spirits and attitude of the work force is super ; Mr. Brinegar also
stated for the news media in central Pennsylvania that the Altoona shop is the
greatest unused asset of any company he has ever seen.

Many political leaders visiting and touring the shop were measurably impressed
by the attitude and spirit of the work force and the efficient manner in which the
work force carried out their duties. The production record of the Altoona shops
is the best of any large car shop in the United States.

We pledge to this committee that our organization will cooperate in any
mﬂaimntlasr possible to eliminate the abuses and mismanagement among ConRail
officials,
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In conclusion, we respectfully request that an investigation be conducted into
the mismanagement of ConRail funds. We are able and willing to assist in such
an investigation with facts and figures that we have accumulated over the past
18 months.

EXHIBIT A

TRANSPORT WORKERS UNION OF AMERICA,
RAILROAD DIVISION,
New York, N.Y. October 24, 1977.
To: All ConRail and Amtrak local presidents, grievance chairman and staff
assigned, Transport Workers Union of America, AFL-CIO.

DEAR SIRS AND BROTHERS: Due to the increasing number of discipline cases
involving dismissal for theft and pilferage we find it necessary to issue the en-
closed leaflet once again.

You are urged to post this leaflet on all your bulletin boards in the most con-
spicuous place keeping it there for everyone to see.

1f you need more leaflets you can obtain them by writing to my office.

I trust you will adhere to the above. :

Fraternally yours,

Attachment.

ALBERT A. TERRIEGO,
Director-Railroad Division,
International Vice President.

MEMO TO ALL TWU MEMBERS
POST

Recently, we discussed the subject of theft and pilferage with officials of Con-
Rail and Amtrak. The matter is of great concern because of the increasing number
. of theft incidents on company property. The facts are that some of our members
were separated from the company because of their involvement in theft.

The company policy concerning theft by employees is an established and widely
publicized fact. It is known by all the employees ; it is contained in the company’s
posted work rules and regulations. Any employee involved in a theft is subject
to dismissal by the company.

It is important that all members know their union’s position in this matter.
We do not condone thievery. Many times we have heard the plea that the value
of the item taken was small, and therefore, the penalty of dismissal was severe.
The fact is a theft is a theft regardless of the value of what was taken. The
company action of punishment is the same.

We strongly urge all TWU members not to become involved, directly or in-
directly, in the theft or pilferage of Company property, the property of others
or railroad shipments. If you become involved in such incidents your Union is
not in a position to give you the full support you normally expect when grieving
some unjust action by the company. It would be a waste of your union’s funds
if in faet you were guilty of thievery.

Your union strongly urges you not to put your job on the line by taking some-
thing that doesn’t belong to you.

ALBERT A. TERRIEGO,
Director-Railroad Division,
International Vice President.

ExHIBIT B

TRANSPORT WORKERS UNION OF AMERICA,
RAILROAD DIVISION.
New York, N.Y., October 1, 1976.
R. E. WERREMEYER,
Division Superintendent, Consolidated Rail Corporation, 9th Avenue and 12th
Street, Altoona, Pa.

Dear S1r: It had been reported to this organization that employees represented
by this organization have been refused medical attention resulting from acci-
dents on the job at Newberry Ject. Shops and Yards, and are harassed after re-
porting these injuries to the General Car Foreman at that location. The latest
incident involved Car Repairman L. J. Winters.
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We have also been informed by employees of the Newberry Car Dept. that
there is a gross misuse of ConRail funds and material that involves company
officials. The incidents are too numerous to mention in this letter. 'hese inci-
dents have been brought to the attention of the local Master Mechanic and have
been completely ignored.

As you knbdw this organization has made a significant contribution to make
ConRail a reality and to make it a viable Railroad. We request an immediate
meeting with you or any Company official with authority to correct sich avuses
in the best interests of all concerned.

Very truly yours,
Make reply to: MILo SHIMBAK,
International Representative, 627 Bauman Avenue,
’ Baden, Pa. 15005.

CONSOLIDATED RAIL CORPORATION,
Pittsburgh, Pa., October 11, 1976.
Mr. MILO SHIMRAK, i
International Rcpresentative, Transport Workers Union,
627 Bauman Avenue, Baden, Pa.

DEeAr MiLo: Division Superintendent Werremeyer and I have been unsuccess-
ful in our attempts to contact you through your office in connection with our
desire to meet with you to resolve the alarming statements outlined in your
letter of October 1, 1976. .

In Mr. Werremeyer’s absence for two weeks I would like to meet with you any-
where at your convenience to review the injury incident and also to quickly learn
of the misuse of ConRail funds of which our present Master Mechanic has neither
knowledge nor been the receipient of any such advice.

In the interest of time reply or telephone call can be made through my office.

Very truly yours,
. C. A. KoBN,
Superintendent Equipment.

TRANSPORT WORKERS UNION OF AMERICA,
RAILROAD DIvVISION,
New York, N.Y., October 18, 1976.
C. A. KoORN,
Supdt Equipment, Consolidated Rail Corp., 915 Penn Central Station, Pittsburgh,
Pa.

DEeAr SIR: This refers to your letter dated October 11, 1976 in regard to my
letter to Supdt Werremeyer dated October 1, 1976 in which a request was made
to meet with him concerning the Company’s refusal to give the Employees Medi-
cal attention to certain Employees at Newberry Jet, Pa., and reports made to the
Union of the misuse of ConRail funds at that location.

Since we did not hear from Supdt Werremeyer on our request we have de-
cided to use other avenues on the contents of our letter. As you know I do not
service the Pittsburgh Area on ConRail I could have been reached at our office
in’ Altoona, Pa. or at my. Home in Baden, Pa. Your Personnel Office in Pittsburgh
has the Phone numbers and addresses of our Office.

We have reported to your Master Mechanic on several other occasions of the
same type incidents referred to in my letter, however, there were no Investiga-
tions made, and we subsequently made Grievances of those incidents but your
Mechanical Dept and Personnel Dept defended the Master Mechanic without a
joint Investigation. At that time one of your Master Mechanics was charged
with the misuse of Company funds and the Grievance is still pending and unre-
solved. At that time the Company’s Personnel Supdt made a joke of our griev-
ance in Altoona, Pa.

We no longer have confidence in your Master Mechanics who whitewash every
thing and refuse to cooperate in any request for an investigation concerning in-
justices to Employees and the contents of our letter of October 1, 1976.

I can assure you that we are going to pursue these problems until they are
resolved to satisfaction of both ConRail and its Employes, and make ConRail
a viable Railroad, which will be to the benefit of both ConRail and its Employees.

Yours Truly,
Mi1rLo SHIMRAK Intl. Rep.

44-399 0 - 79 - 7
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TRANSPORT WORKERS UNION OF AMERICA,
RAILROAD DIVISION,
New York, N.Y., January 7, 1976.
JAMES J. BUTLER,
Chief Mechanical Officer, Consolidated Rail Corp.,
6 Penn Center, Philadelphia, Pa.

DEAR SIR: This refers to the letter of October 1, 1976, sent to Division Super-
intendent, R. E. Werremeyer, Allegheny Division, and conversation with you
in regard to contents of our letter to Supt. Werremeyer while in Philadelphia
in October, 1976. At that time your investigators met with us and obtained our
detailed information concerning gross misuse of ConRail funds and material
at Newberry Jct., Pennsylvania. We supplied the investigators with many de-
tails and names of witnesses where material valued in the thousands of dollars
was recovered from Company property. ]

In the month of November, 1976, I met with Supt. Werremeyer, Chief Mechani-
cal Officer of Central Region, C. A. Korn, and Captain of Police McQuaide in
Altoona and supplied them with the same information. After I supplied them
with same information I was advised by your investigators from the auditing
department in Philadelphia that they were advised to discontinue any investi-
gation on our information, and we never received any report of our allegations
from anyone.

Our further investigation reveals that a car load of new ties was removed
from Company property and the Company official taking the ties was apprehended
by Pennsylvania State Police, but was bailed out by a higher Company official
who advised police that the Company official had permission to take the ties which
were brand new. This information was withheld from us and we have never
received any report.

We, also, submitted many names of witnesses who witnessed officials using
Company employees to perform free work for individuals off Company property
and removing Company material to officials’ residences. These witnesses have
never been contacted. We feel that there is a coverup going on.

As you know, our organization does not condone thievery among employees
that we represent. There have been 26 employees represented by us dismissed
in the past few moriths because of the thievery of Company property and we expect
Management to police their own.

I am sorry to inform you that because of the large amount of money in-
volved in the misuse of funds and material at Newberry, we will meet with the
new U.S. Secretary of Transportation and other high government officials.

Before we pursue other avenues, I think that it would be to the best interest
of all concerneéd if we meet with you and our International Vice President,
A. A. Terriego, in Philadelphia. We will both be in Philadelphia on January 17th
and 18th, 1977, to attend negotiations. I suggest that we meet then.

Tam forwarding a copy of this letter to Edward Jordan.

Yours truly,
MILO SHIMRAK,
627 Bauman Avenue, Baden, Pa.

JANUARY 17, 1977.
Mr. MILO SHIMRAK,

627 Bauman Avenue,
Baden, Pa.

DEAR MR. SHIMRAK : This refers to your letter dated Jannary 7, concerning re-
ports you have furnished our investigators respecting what you term ‘“gross
misuse of Conrail funds-and material at Newberry Jct., Pennsylvania”.

This matter was turned over to our Police Department some time ago. I am
sure they are making a complete 1nvest1gat10n As soon as they have completed
the investigation and a determination is made as to action that may be indicated
as a result of such investigation, I will be glad to pass along the results thereof
to yom

I will be glad to talk to vou and Al Terriego when you are in Philadelphia on
January 17th and 18th. If vou have any additional information that will be
helpful. T will be glad to turn 1t over to our Police Deparbment

Very truly yours,
J. J. BUTLER,
Chief Mechanical Officer (Act.).
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A B .INV'OI(.:FA 27}(//5 }7 C

. Dcrm Erection and Rnggmg Comnany
STEEL ERECTORS « RIGGING . MACHINERY MOVING v
)‘ 500 BROWN AVENUE, TURTLE CREEK, PA. 15145
AREA CODE 412 8?4~5000 - 271-3388
TWX 710 797 3675

Conrail Corporation 'INVOICE No: 1574
2405 Verncr Highway . . .
Detroit, Michigan 48216 . _ DATE  JanQary 31, 1977
(L\) Atts Mr. G. J. Jacka, Mgr. Acct. Operations
{TOMER ORDERNO. T 44235 TERMS: 2% discount S days

(cnll by Max Solomon) P L 1% discount 10 days

RTE

;0872 ~ Standby (dcrallmcnts). Conway Yard Jon. 13 - 210

B
13/77  ; 1:30 AM to 9:00 M : . o .
100 Ton Holmes w/crew 8 hous regular @$140.00/hr.

"

11 hours premium © @ 165.00/hr.
1= Tool and Block Truck 19 hours - - @ 19.50/hr.
“i3-14/77 9:00 PM to 12:00 Hoon

100 Ton Holmes w/ctew &4 hours regular - @$140.00/hr.

11 hours preniun . ’ @ 165.00/hr.
RN Tooland Block Truck 15 hours LT @ 19.50/hr.
11627 12:00 Noon to 12:00 Midnight

-3.”100 Ton Eolnss w/crew 4% hours regular @ 140.00/hr.
. 74 hours premfus s @ 165.00/hr. -
p Tool and Block Truck 12 hours @ 19.50/hr.
718477 12:00 Midntght to 12:00 Hoon o
. 100 Ton Holmes w/crew 12 hours premium @ 165.00/hr. -.
Tool ond Block Truck 12 hours - - @ 19.50/hr.
~ . ’ : ’
/15777 12:00 HNoon to 12:00 Midnight . Ze
100 Ton Boloes w/crew 12 hours prcaiun - ) . @ 165.00/hr.
) Tool and Block Truck 12 hours - d{as @ 19.50/br.
\/16/77  12:00 Miénight to 12:00Noon
' . - 100 Ton Holmes w/crew 12 hours premium B @ 165.00/hr.
: o Tool and Block Truck 12 hours o [c] 19-50/hr3
1/16/77 © 12100 Koon to 12:00 Midnighe ) ' .
+0 ... 100 Ton Holmes w/crew 12 hours premium @ 165.00/hr,
: 7 Tool and Block Truck 12 hours .. T .@ 19,50/hx.
1/17/77 °  12:00 Midnight to 12:00 Noon . . .
- - 100 Ton, Holmea w/crew 4hours regular . . @ 140.00/hrx.
. 8 hours premfum @ 165.00/hr.
—Tool ‘and Boock Truck 12 hours - Lo @ 19.50/hx.

ranttnnnd P roi 0 sem 50

$ 1,120.00
1,815.00 -
370.50

569.00
1,815.00
299.50

630.00
1,237.50
234,00

1,980.00
T 234.00 |

1,980.00
234.00

1,930.00
234.00

1,980.00
234,00 -

£50.00

1, 320 (1]
224.00
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-y
A

e et THTCTORS o RIGGING

AREA CODE 412 824.5000 - 271-3338

T S O i i
-y Guelaraan ;@‘.j_?m‘ “Comny.

Y

MACHINGRY MOVING
GO0 HIOWN AVENUE, THRILE CRLEK, PA. 19149

TWX 710 797 3675

ExﬁlBI

’ KX
INVOICE NO. XX

Tool and Block Truck 12 hours

. 10" Conrail Corporation 1574 - pagc
DATE Jenuary 31, 1977
CUSTOMER ORDER NO. MC 44235 TERMS: 27, discount 5 ;inys .
\ - 17 discount 10 days
DATE .
‘\ Ve
. J030§72 - Standby Conway Yard™™ - e B
N -
/17777 12 :00Noon to 12:00 Midnight
100 Ton Holmes w/crew 4% hours regular @ 140.00/hr. 630.CC
. 7% hours premium @ 165.00/hr. 1,237.50
Tcol end Block Truck 12 hours . @ 19.50/hrc. 234.00
2187171 12:00 Midnight to 12:00 Noon
100 Ton Holmes w/crew &% hours regular @ 140.60/hr. 620.0C
7% hours premium @ 165.00/hr. 1,237.50
f- Tool and Block Truck 12 hours @ 19.50/hr. 234.00
18177 12:00 Noon to 12:00 Midnight .
100 Ton Holmee w/crew 4% hours regular @ 140.00/hr. 630.00
7%hours premium @ 165.00/hr. 1,237.50
I~ Tool and Block Truck 12 hours @ 19.50/hr. 234.00
19477 12:00 Midnight to 12:00 Noon e
. 150 7on Hoimes w/crew 8 hours premium @ 165.00/hr. 1,320.00
4 hours premium @ 140.00/hr. . seo0. o0
j Tool and Block Truck 12 hours @ 19.50/br.. 234.C0
2777 12:00 YNoon to 12:00 Midnight
100 Ton Holmes w/crew &% houra regular @ 140.00/hr. 630.00
7% hours premiun @ 165.00/hr. 1,237.50
1-30 Tool and Block Truck 12 hours @ 19.50/hr. 234.00
/77 12:00 Midnight to 12:00 Hoon
100 Ton Holmes w/crew 8 hours premium @ 165.00/hr. 1,320.00
4 hours regular @ 140.00/hr. 560.00
130 .Tocl and Block Truck 12 hours @ 19.50/br. 234.00
177 12:00 Noon to 12:00 Midnight
100 Ton Holmes w/crew 4% hours regular @ 140.00/hr. 830.0C
7% hours premium @ 165.00/br. 1,237.50
@ 19.50/hr. 234.00
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v
fm Guiclienas d [egap fyegesret COTMBONY
coee P HEETORY o RIGGING  « MACHINTIRY MOVING
500 BHOWN AVENUE, TUHTLE CRELK, PA. 15145

AREA CODE 412 824.5000 - 271.3388
TWX 710 797 3675 ¢ p)q.&l: 3
. P AR |
: : LRI }
T0: Conrail Corporation - INVOICE NO. Mﬁ@:} 1574 - pg

DATE Jenury 31, 1977

CUSTOMER ORDER NO. MC 44235 . TERMS: 2% discount 5 dass :
. 1% discovat 10 days J)
DATE
L
Jos ¢872 - Standby. Conuay. Yard. ..o -~ = v - e s -
1/21/77 12:00 Midnight to 12:00- Noon
100 Ton Holmes w/crew 12 hours premium @ 165.00/hr. 1,980.00
Tool and Block Truck 12 hours @ 19.50/hr. 234.00
12177 12:00 Noon to 12:00 Midnight
100 Ton Holmesw/crew 12 hours premium @ 165.00/hr. -1,980.00
Tool and Block Truck 12 hours ) : @ 19.50/hr. . 234.00
1/22/77 12:00 Midnight to 12:00 Noon
100 Ton Holmes w/crew 12 hours premium @ 165.00/hr. 1,93C.00
Tool and Block Truck (12 hours @ 19.50/hr. 234.00
1/23/77 12:00 Midnight to 12:00 Noon '
100 Ton liolmes w/crew 4 hours regular X @ 140.00/hr, 560.00
: 8 hours prenium @ 165.00/hr. 1,320.00
2 Tool and, Block Truck 12 hours I @ 19.50/hr. 234.00'
- ”
1/23777 12:00Noon to 12:00 Midnight .
100 Ton Holmes w/crew 4% houra regular @ 140.00/hr. 630.00
" 75 hours premium @ 165.00/hr. ~1,2372.50
/ :I"ool and Block Truck 12 hours X @ 19.50/hr. 234.00
126777 12:00 Midnight to 12:00 Hoon .
100 Ton Holmes w/crew 4 hours regular @ 140.00/hr. 560.C0
8 hours_premfum @ 165.00/hr. 1,320.0C
Tool and Block Truck 1Zhours . @ 19.50/hr. 234.00
) . .
124177 12:00 Noon to 1:30 AM T
100 Ton Holmes w/crew 4% hours regular @ 140.00/hr. 630.00
9 hours premium @ 165.00/hr. 1,485.00
),\ Tool and Block Truck 13% hours @ 19.50/hr. 263.25
T22/717 12:00oon to 12:00 4ddnight
100 Ten Holmes w/crew 12 hours premium . . @ 165.00/hr. 1,980.00
Tool end Block Truck 12 hours @ 19.50/hr. | 234.0C
Food Bill s 50 375,20 — 5252
ORIGINAL  Total Amount Koy Due $51,403.27

aalet : =R e 762507
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Penn Crection and Rigging Company
STEEL ERECTORS .« RAIGGING + MACHINERY FMOVING
500 BROWN AVENUE, TURTLE CREEK, PA. 15145
AREA CODE 412 8245000 — 271-3283

. TWX 710 797 3675

» * Conratil Corporation o " INVOICE NO. 1621
: 2405 Verner lighway
. Detrott, Michigan 48216 . : DATE  February 11, 1977
v Att: Mr. G. J. Jacks, Mar. Acct. Operations ‘

4STOMEZR ORDSER 1O. e 1,1'.235 . . . TEAMS: 2% discount 5 days
géT,;; X A . 1% discount 10 days

3B
$ #372 - Btendby dﬂmtlmen:s, Conuay Yard, 1/31/"7 - 2/10/77

g

31/72 3:00 F{ to 12:00 Midnight . : cot
R 100 Ton Holmes w/crev 1% hours regular - . . @$140.00/hr. § 210.00
/, : 74 houra prenium T . '@ 165.00/hr. - 1,237.50
// . .Tool and Block Truck 9 howrs - @ 19.50/hr. . 175.50-
/77 to  12:00 Midnight to 12:00 Midnight . ol .
LZ/]7 100 Ton Holmes w/crew 8 hours regular: @ 140.00/hr. . . 1,120.00
/ - - oo 16 hours premium @ 165.00/hr.  2,640.00
. Tool aad Block Truck 24 hours @ . 19.50/ht. . 463.00
‘77.to  12:00 Midaight to 12:00 Micdaight : L
ryd 16 Ten Hoizes w/crew 8 hours regular @ 140.C0/hz. 0
7-/3 ) * L 16 hours premium @ 165.C0/hr. 2 640 on
2(} " Tool and Block Truck 24 hours S @ 19.50/hr. 466.00
/77 to  12:00 Midaight to 12:00 Midnight . R : R .
(/1)7 7+-100 Ton Holmes w/crew 8 hours regulsr . @ 140.€0/hr. . 1,120.00
M- . 16 hours preafunm @ 165.00/hr.  2,640.00
3/  Tool end Block Truck 24 hours @ 19.50/r. 468.00
{777 to "~ 12:00 Midnight to 12:00 Iidoight ' L -
t/77 100 Ton Holmes w/crew 24 hours preaium - -7 @ 165.00/hr. 3,960.00
3/5,/5$ Tool and Block Truck 24 hours Yy “@ 19.50/br. - 468.00
777 to  12:00 Midnight to 12:00 Mtdnight : - .
{71 106 . Ton Holmes w/crew 24 hours prenfun , @165.00/hr. 3,960.00
3/l . Tool end Block Truck 24 hours © @ 19.50/hr. - 468.00
/177 to  12:00 Midnight to 12:00 Midnight - o .
L/;]/, .100 Ton Holmas w/crcw 8 hours regular @ 140.00/hr.  ° 1,120.00
AC ) 16 hours prenfva . 4o . @ 165.00/hr. |, 2,640.00
,_5[’ Tool ond Block Truck 24 hours - \qa ’ @ 19.50/hr.. " 4E8.0D
€/77 to  12:00 lidnighet to 12:00 lidnight % . e 3
({77 . 100 Ton Holmes w/cxew 8 hours regular ’ e @ 140.00/hr. 1,120.00
31 16 hours preafua 4 @ 165.00/hr. - 2,640.00.
3/t Tool end Block Truck 24 hours . e @ 19.50/hr. .  468.00
17 to 12:00 tidnight to 12:00 lddnight . : 3 R :
#1771 .. 100 Ton Holnes u/crc'.: 8 hours regular : . @ 140,00/hr.” 1,120.00
‘*}/b‘ . - 16 hours premiuwa - @ 165.00/hr. " ° -2,640.00
- Tool and Block h‘uck 24 hours

@ 19.50/hr. . . 468.,00°

N o contlnucd ..
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. ’ .- INVOICE —
. .v: .
Penn Grettion and Rigging Company
STEEL ERECTORS + RIGGING . MACHINERY MOVING
500 BROWN AVEMUE, TURTLE CREEK, PA. 15145 . R “""“b:\
AREA CODE 612 824.5000 - 271-3208 _,.— " p& )
TWX 710 797 2675 _9ﬁ)g )T C ¥ ¢t
. o . P
” Conrall Corportion . INVOICE 110, L3S 1621 ~ page 2
2495 Veraer Highuay . .
Datroit, Michigan 48216 . pave February 11, 1977
i : . .
]
 STOMER ORDER NO. . MC 44235 . © TeRMs: 2% discouatr S days

1% discouna 10 days

ilmeat, Conway Yord, 1/31/77 - 2/10/77

! 3/77 to  12:00 Midnight ta 12:00 Midnight

| 10/77 100 Ton Holoes w/crew 8 hours reguler @5140.00/hr. *1,120.00 -
i< 16 hours premium o @ 165.00/hx. 2,640.00
| zlo Tool and Block Truck 24 hours @ 19.50/hr. 458.00
: Food . . - . = 68.05
i - o .
| Total Azount Now Due . -  $50.143.05
. - =,
i’
- Gp2%E
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e INV(IH'I'; v Er)(ﬂ )9 }T - D

Penn Lrection and Rigging Company
SHELTSECTORN o RIGOHNG .« MACHINETY MOVING
HO0 BRONY AVENUF, THRTLE CREEK.PA. 15345
AREA CODE 412 5824 5000 - 271-331}8
TWX 710 797 3675

,

. To: Conrall Corporation . INVOICE NO. 1 54 3

2405 Yevner Highway
Detroic, Michigan 48216 DATE  .lanuary 21, 1977

Att: Mr. G. 5. Jacks, Mer. Acct. Opxrations
CUSTOMER ORDER NO., - FC 44235 TERMS: 2% discount 5 days
{call Ly Max Solomon) 1% discount 10 days
GATE

JoB  ¢872 - Der-axlment, Corway Yard, #5 Hump, 9 cars

p

/14177 2:30 AM to 8:00 PM

No. 1 75 Ton Crane w/crew 8 hours repuler @$110.00/hr. $ BEQ.00

9 hours premtun @ 135.C0/hr. 1,213.04
No. 2 75 Ton Crane w/crew 8 hours regular @ 110.00/hr. T BEC.(O

9 hours premium @ 135.00/hr. i,213.¢0
Tool and Block Truck 17 hours - @ 19.50/hr. 331.50
Permits ] - 279.10
Food bill ‘ 4 25.52

Total Amount Now Due . S _4,826.12

T4 749.60

e

(e%
¥,
@
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Leries T T INVOICE . f)fff/g// E‘ R
o DPeonn Croction mrd Rigcing Conpﬂny o

STEEL CNECTORS RI(‘GIN + "MACINNERY MOVING
. 500 BROWN AVENUE, TURTLE CREEK, PA, 15145

AREA CODE 412 8245000 — 271-3388
. TWX 710 797 3675

ro: . anzatl Corporatinn C © L e JH "”
gl 0§ Varnorpm[,..;ay < X . ’ INVOICE NO. J' gq‘ 8
. Dauott Hichigan 48216 - " DATE January 10 1977

Att Mr. G. Jo Jacks, Mgr. Acct. Oparauone

CJSTOMER ORDER 10O, ‘Me 46226 ' . ’ TER'\lS 21 diocount S days

(cell by tax Solomon) . - R 1% discount 10 days
DATE . S S g
0B ¢872 - Dorollmont, lsland Ave. Yord, 2 englnas .- . . .

1/16/77  4:00 Al to 12:00 Noon . . : )
75 Ton Crane w/crcw 8 hours preaium R @$135.00/hr. $§ 1,080.00

100 Ton Holmss Hi-rofl w/crew 8 hours prc-:h:n . @ 165.00/hr. -  1,320.00
Tool and Block Truck 8 hours @ 19.50/hr. 156.00
ani:s L : . . 93.10

- Total fzount low Dus . § 2,649.10

593
7596./7

v‘,
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i LY st

Penn Trection ond Digoing Company . .-

‘f_' . STEEL ERCCTORS « RIGGING . MACHINERY MOVING
2 g . . 500 BROWN AVENUE, TURTLE CREEX, PA. 15145
N i . AREA CODE 412 824-5000 — 271-3388
AP TWX 710 797 3675
t;,. LS -~ ' - .
q To: Conrail Corporation : 7., INVOICE ND 15?6 o
% 2405 Verner Highuay . ) TR
: Detroit, Michigan 48216 o - - . DATE  January 31, 1977.

Att: Mr. G. J. Jscks, ng. Acct. Opernuona o

b cusromsﬁonosn NO. MC 44235 C . - . TERMS: 22 ¢tocount' S dnys
. (call by Max Sulomon) - l‘7, discounc 10 duys

5 pate

© JOB {872 - Deraument, Vnnporr., Pa., 5 pgra’

N T,
! 1/21/77 5:00 PH ‘to 3:30 &M, ) . o ! N
. 100 Ton Holmes Hi-rail w/crew 10% hours premtum . -@§165.00/hx.
! Riggor Foreman 10% hours premium . @ 34.00/hx.
: Two Riggers 10% hours premium each . - ..@ 31.e0/hr.
No. 1 583 Sideboom w/opcaator 6 hours premfum = o . @ 105.60/hr.
. No. 2 ‘583 Stdeboom w/operator 6 hours premium . .7 @ 105.00/hr.
! 977 Cat w/operator 5 hours premium= - 5 Lol @ 75.00/hr.
75 Ton Crane w/crew 7 hours premjium - ’ : @ 135.00/hr.

Two Tractor Trailers Lo-boy u/d:ivera 6 hours premlu:n euctﬁ 65.00/hr.
Dispatcher 5 hours premium . - @ 31.80/nr.
Tool end Block Truck 10 hours @ 19.50/ht.
Permite for 75 only . L - o
Food bill . L T e

REN

Ao Tt “Totel. Anoun: “How Due i $6,634h
LA .. . : -~
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EXHip/r~ & -

Consolidated Rail Corporation
October 11, 1976
: : : 0CT 13 1978

Mr. A. A. Terriego, Vice President
and Director

Transport Workers Union of America

1980 Broadway

New York, N.Y. 10023

Dear Sir:

This is in reference to your letter of September 22, 1976,
and our discussion on August 25, 1976, relative to outside contrac-
tors employes used as ground men in lieu of TWU carmen since incep-
tion of the new wreck requlation effective May 1, 1975.

Our review of your files indicated of the fofty six (46)
claims, six (6), two (2) of which have been resolved, could possibly
constitute a violetion as referred to above.

Nine (9) did not contain sufficient data to make any deter-
mination and the temaxnder appeared to deal with the following alleged
vxolatxons.

1. Must use all company equipment before engaging outside
contractor.

2., Must exhaust extra list before using outside contractors
employes.

3. Late calls for our wreck crews (resolved).

4. Using wreck crew members in other carmens senzo:xty dis-
. tricts. .

- 5. Using carmen in the seniority district where wreck
occurs in lieu of the wreck train crew members.

6. Proper Eacilities not provided for wreck crew members.

Over a period of Sixteen months we are not sat1sfxed with
even six possible violations and where it is deemed necessary we xn-
tend to take corrective action, if not already done so.

It is apparent some disatisfaction exists but in no manner
does it :eflect widespread abuse or disregard for the Rule.

Never the less, in recognition of your complaint our Vice
Presxdent Operations, has ‘issued instructions under date of Septem-~
ber 7, 1976, to make sure we are calling our Carmen to Assist con-
tractors in clearing wrecks as provided under the provisions of
Regulation 8-F-1 (b)5.
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EXH 18T (- Page- 2.

Mr. A. A, Terriego -2- October 11, 1976

We feel the above action illustrates our sincere effort
to dpply the regulation as intended and corrects the situation
complained of.

Very truly yours,
2/\/{//06"
(/// R. Walsh

Senior Director-Labor Relations
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EXHier &- pz;x z
RANSPORT WORKERS UNION OF AMERICA
RAILROAD DIVISION

1980 BROADWAY, NEW YORK, N.Y. 10023 + Phone 873-6000

MATIHEW GUINAN ALSERT A, TERRI
taternational Peesident Director-Railroad O
Inf'l Vice President

ROOSEVELT WATTS
Int'l Secratory-Treasurer

JAMES F. HORST
1a¢'} Exec. Vics Prasident . September 22, 1976 .

M-. J. R. Waish, Senior Director-Labor Relations .
Consolidated Rail Corporation .
Six Penn Center Plaza

Philadelphia, Pa, 19104

Dear Sir:

In support of our allegations made at our special meeting with representatives
of your office August 25, 1976 and your subsequent letter to my office

dated September 3, 1976, | have attached hereto a copy of my files of claims
_from various parts of the Con Rail System which supports our contention of
management's complete disregard of Regulation 8-F-1 Wreck Rule effective

May 1, 1975. .

{f loca! management denies our allegations and if vour office is sincere id
living up tn .your commitments during our negotiations for a new Wreck Ru'e
. and if you helieve vou have baraained in good fai*h, then | am requesting
you make available to my office all the 5ills submitted t2 your Finance
Department for payment by all the outside contractors used in connection
- with wrecking since May |, 1975 and let the chips fal! where thay may.

Let the record show TWU does not and will not stand idly by and let this
violation of rules, regulations and abuse of taxpayers' money to continge
any longer.

We have several recourses to secure a just solution. However, we believe vour
office is sincere and will live up to your commitments. Therefore, we are
giving you the opportunity to eliminate this problem.

Very truly yours,
At - ~ -
UK "r\:vwr
AAT:fa Albert A, Terriego
opeiu-153-afl-cio . Director=Railroad Division
cc: M Guinan International Vice President
J. Horst . } .
R. Watts :
A. Schwartz
A. E. igbers
All Local Presidents
Staff A<cioned
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EYRIBIT = 1

. ’ b
. R . .Jonnt Protcchvc board
. JERSEY CENTRAL LINES
v Nerthampton & Bath Raileosd Lehigh & New England Railway

Brotherheod Railway Carmen of Amcrica
Affiliated with AFL-CIO and CLC

©rrice or ALEXANDER LESHIK. atwmas cnatauan
803 MOUNTAIN aVENUE
MIDOLESEX. NEW JERSTY OSGas

PHONK: 20!‘358-724'4 Docombol‘ 20' 1976
“«{ o
Mr., J. R, ¥Waleh ="
Senior Director Labor Rclations
Consolidntod Rall Corporation
Six Penn Center Plaza
Philadelphis, Pa, 19104

Denrlsir:

In an arbitrary and capricious manner without notice to tho
Goneral Chairmen of the Brothorhood Hoiluay Carmon of United States
& Csnada and Vice President Uircctor Foilroad Diviaion of the Treng-
port VWorkers Union of Ariorica, tho Consolidated Mail Corporation hun
been cubcontracting out the majority of its wrocking sorvice in Sen-
Jority IMsastrict 6 to the Izrinchanscn Spoclalist Inc. in 1licu of using
Conliall's oun wrocking equipment, violotinzg Article II of the Sept. 25,
196l Agreement us omonded by frticle V of the lec, Ly, 1975 Agreement,

Furthermore, 4 have been adviszod that tho Carrier has enterad
into an Aprecmont that gpuarantccs tho Ieringhausen Speciollist Inc, sufe
ficiont monies per month to wanrant Isringhousen to malntaln their
Holmos Crane on Conkail property in Elizzbothport Avonue Yard, kliza-
beth, H. J.

Confall brought tho Isringhavsonts Holmes Crone on thoir prop~
orty somctine in August, 1976, ond Goniail has beon agsisning more end
more wrecking work to tiils outfit, depriving thoir ocimployca tho right
to work.

On Dec. 6, 1976, the Isrinchousen Graone vas used with ConRall
(PC) Holmos Cranc to turn over snd rerail NAHX 92940 and DUFX 9911 nt
tho Bayuoy Kefinory. HNo wreck crow ground rien wero used to work with
the Ieringhouscn Crano. '

On lee. 12, 1976 in Brills Yord (CHJ) under the Wilecon Avonuo
Bridgo at the Oak I=land Interchange, tho Isringhsusen Crane rorsiled
GATX 99870, UTLX 96730, PPGX 5302 snd GATX 87231. ‘o members of tho
E'port Shop Wrock Crew wers called for the Brille Yard derailmont,
Also on the samoe day, the Isringhausen Crano rerailed l} cors in South
Koarny. -

" On Deec, 18 and 19, 1976, the Isringhaousen Crane was used for a
wreck csused by Job 2, Engino llo. 1553 at CY Tower on tho CUJ side of
the connecting track to Vaverly Yard. T¥ive cars wero rorsiled by this
crane. No LEfport Shop wraeck crow membars were called.

A peptial 11st 1o enclosed indiceting when tﬁe Isringhauson Crans
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: page 2
Mr. J. K. Walsh December 20, 1976

was usod in lieu of using ConRail wrecking equipnent: Nov. 20, 21,
22, 23 end 24, 1976, Also bec. 6, 8, 9, 10, 12, 1976, in violsticn
of Articlo II, Scction 1, 2 and 3 of tho Sept. 25, 1954 Agroement

0o amendcd by the Dec. lj, 1974 Agreoment. . ‘o odvance written notice
of monagemont!s ilntent to subcontract out their wrecking sorvice vas
provided to the involved Goneral Chairmen of the BRC of U.S. & C. and
tho Dirsctor heilrosd iivision of the TWU.

An esrly response would be appreciated.

Very truly yours,

Alexender Leshil

Coplos to:

Mossrs C. C. Bevins
’ ‘' A. Torriego

>+ Prutzmen
R. Shoemaker
P. Yoager -
H. Kwistkowaki
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ExHIeIT- T

RECORD OF PRODUCT1ON

REPAIR CLASS

NEW 1 1 111 v YEAR GRAND

YEAR CARS TOTAL TOTAL
1955 0 685 15 0 1] 700 700
1956 1,039 | 4,819} 176 0 0 6.054 6,754
1957 2,851 | 3,519| 308 0 0 6.678 13,432
1938 3,669 0| 201 25 0 3.595 17,327
1£59 8.244 | 1,386 412 451 0 10.493 27,820
1860 2,693 | 8,236 0 2 185 11.116 38,936
1961 3,934 | 3,585 60 198 |1,016 $.793 47,729
1962 2,847 | 2,907 56 2,778 315 $.903 56,632
1963 504 | 7,270 102 381 116 5.373 65,005
1964 3,685 | 2,451 sé 3,661 14 3.365 71.870
1965 6,729 | 3,371 0 1,761 89 11.950 §6.520
1966 2,724 | 3,135 0 2,114 40 8.013 94,833
1967 756 | 4,085 .170 867 28 5.906 100,%39
1953 3,739 | 3,548| 220 236 91 7.834 108,573
1969 1,830 | 4,163!1,473 128 449 §.043 116,616
18790 1,489 | 3,367|1,332 310 295 €.793 123,409
1971 0 | 7,011]1,308 339 338 9.016 132,425
1972 0 | 6,130] 542 2,691 71 9.434 141,859
1973 0 | 7,069{1,113 3,844 [ 1.228 15,254 155,113
1974 0 | 9,449 0 4,022 ] 2,440 15.911 171,024
*1973 0] 9,925 1] 3.900 0 13.325 184,349
TOTAL | 46,753 |96,111(7,542 27,808 | 6,735 184,349

* 1975 projected schedule
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RELIABILITY

No matter what the order size, we fabricate and build 100 per cent.

YOU NEED CARS FAST
24 Complete new 100 ton open top hoppers on one production line one shift — WE'VE DONE IT.
We have over 25,000 years combined EXPERIENCE IN CAR BUILDING and REPAIR with a
production record of over 171,000 cars.
EXPERIENCE ... QUALITY ... VOLUME ... MAKES THE DIFFERENCE ...

WE HAVE IT ALL

”E PENN P
SAMUEL REA y}: ';'NOP

Matthew Guinan Bernard E. Porta

International President President, Local 2017

James F. Horst Oliver H. Yingling

Int’). Executive Vice President Sec'y-Treasurer, Local 2017
Roosevelt Watts Richard J. Zeak

Int'l. Sec’y-Treasurer Car Shop Chairman, Local 2017

TRANSPORT WORKERS UNION OF AMERICA, AFL-CIO

. 1980 Broadway, N. Y., N. Y, 10023 — 212-873-6000

9 g3

44-399 0 - 79 - 8
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Part II

As stated before, outside contractors are a parasite to ConRail’s operations and
unless these parasites are eliminated, ConRail can never succeed and become a
profit-making and viable railroad in the Northeast United States.

The Consolidated Rail Corporation has engaged the use of outside wrecking
contractors who are stationed at 145 separate loecations throughout the ConRail
system and are employed on a daily basis on major and minor derailments of all
kinds. The contractors are paid in various amounts totaling tens of millions of
dollars even though, in a large majority of cases, the contractor is not needed
because ConRail’s own wreck forces can perform the wreck work across the sys-
tem, particularly in cases where there is no extreme emergency involved.

Contractors are ordered indiscriminately across the system as soon as a derail-
ment occurs even though the derailment involved is a minor one involving a pair
of wheels that can be easily corrected by ConRail’'s own forces. In many cases,
contractors are ordered for a derailment and by the time the contractor arrives,
the derailment is corrected by ConRail forces but the contractor is paid several
thousand dollars for no work performed. These are not isolated cases because they
happen hundreds of times weekly across the system resulting in multi-million
dollar losses to ConRail.

Listed below is the network of parasite contractors which covers an average of
14.5 miles each on ConRail's main trunk lines from Boston, Mass., in the east to
St. Louis, Mo., and Chicago, I, in the west. In other words, for every 14.5 miles
of main trunk lines, there is a contractor located and ready and waiting to be
called for the derailment. ConRail employs wreck forces of its own who cover
the same areas and are available for use in the majority of cases. They are not
used but are paid for staying at home. When ConRail uses the contractor it also
uses its own forces or reimburses them when they are not called.

Listed below are the contractors and locations :

New York

Dalrymple, Gorick, Olari, Lombardi & Sons, J. Evans Co., Winters Railroad
Service, Ine., A. Miland & Sons, Schipp Construction, Atlas Contracting, Atlas
Contractor, Don Milligus, Gridley & Sons, Anthony Julian, Ludlow.

Rig All, Inc.,, Mor-Trak, Inc., J. E. Polingra, Inc., Tartaglia, Inc., Carpenter
Rigging, Syracuse Rigging, Higgins Erectors, Rosco Equipment, Rite Equipment,
Sherman Equipment, Lake Steel Crane Rental, Rapp Rental, Leach Steel-Crane
Rental, Hulcher Railway Service.

Pennsylvania

Ewbanks Co., Spatt, Beers, Donnermuth, Hoffman, Tri-State Emergency Serv-
ice, Penn Wrecking Service, Isringhausen Railway Service, Perry Truck & Erec-
tion, Sutto’s Geiben Brothers, Inc., Hulcher Emergency Wrecking Co.

New Jersey

Sperher, Hoffman, Sieuers, Isringhausen Co.

Canada

C. R. Stewart Equipment Limited, Modern Crane Rentals Limited, Provincial
Grading Excavating, Higgs & Higgs Ltd., Draper Brothers Equipment Ltd., An-
drew Merrilees Limited, E. G. Marsh Limited, Duncan Cranes Limited, Noir Car-
tage Limited, E. Bondy Excavating & Trucking Ltd., Ranta Enterprises,
Strickland Bulldozing Ltd. .

Dicks Bulldozing Service, G. W. Cattle Construction Ltd., Hi Pro Erectors
Limited, Kent Construction Equipment, Bill Shadd Trucking Bulldozing, O. L.
Beam Excavating, R. E. Law Crushed Stone Ltd., Donn Construction Ltd., D. B.
Kelly Construction Co. Ltd., Watters Brothers Ltd., Brandow-MacDonald Con-
struction. Ltd., Vanderburg Excavating Ltd., Higgs & Higgs Ltd., C. R. Stewart
Equipment Limited.

Aldershot Equipment Rental Ltd., Cayuga Material & Construction Ltd., Kent
Construction Equipment, The George Campbell Co., M. J. Storm Ltd., J. Hugh
Clark, Dekay Construction Ltd., Mailloux & Sons Ltd., Modern Crane Rentals
Ltd., Ranta Enterprises Limited, Central Equipment & Supplies, Nadrofsky Steel
Erecting Ltd.

G. W. Cattle Ltd., Aldershot Equipment Rental, Draper Brothers Equipment
Ltd., Joseph Desorcy, Eigin Construction, Dean Construction Co. Ltd., Everitt
Walker Enterprises Ltd., Waterford Sand & Gravel Ltd., A. B. C. Moving & Car-
tage, Canadian Machinery Movers Ltd., W. 8. Fullerton Construction Ltd., Mar-
entette Brothers Ltd., Smith Brothers Excavating Ltd.
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Ohio
Henry Selinsky, Inc., Johnny’s Towing, Wilson Towing, R. H. Metzear, George

Igel & Co., Fondessy Corp., All Erection Crane, Tri-State Emergency Service,
Hulcher Emergency Wrecking, Penn Erection Co., Isringhausen Co.

Delaware
Active Crane Rental.

A assachusectts

Zielinski Brothers, Antenellie Crane, Inc., Petricca Construction Co., North-
eastern Crane, Hulcher Emergency Wrecking.

Connecticut

B. N. Beard Co., C. W. Blakeslee & Son, Keil Contracting Corp., Lombardi &
Sons, Hulcher Emergency Wrecking Co.

Michigan

Donnigen Bros., Tom Robinson, Shinville, Davo, Laramie Crane, Johnson &
Sons, Klochko Equipment, J. W. Labadie, Owen Thomas, Brown Bros., Schmaker
Construction Co., River Side Gravel Co., Curran Crane, Michigan Tractor, G. E.
Locke Co., Robinson Cartage Co., Hulcher Emergency Wrecking.

Indiana

Panscape Construction Co., Dotlich Construction Co., Vance Corporation, Ham
Scape, Martin, Inc., Hulcher Emergency Wrecking Co., Isringhausen Co.

Illinois

York, Hulcher Railway Service.

ConRail is party to a labor agreement with the Transport Workers Union
of America, AFL~CIO, and the Brotherhood of Railway Carman of the United
States and Canada. The labor agreement requires ConRail to use its own forces
to perform all ground work on all derailments and wrecks across its system.
When its own employees are not used for wrecks or derailments, ConRail man-
agement pays to its employees under contract millions of dollars for no work
performed. The following is an example of a normal payment to ConRail em-
ployees who were not called to perform the work after a contractor was used.
This particular payment amounted to $2,663.42 and $861.75 respectively for no
work performed on a single wreck.

Example No. 1 represents a payment to wreck forces at Conway, Pa., in the
amount of $2,663.42 because the management used Hulcher Emergency Wrecking
Co. and Penn Erection Company on a derailment and failed to call its own forces
to the derailment in Tunneltown, Pa., to rerail 20 cars that could have been easily
performed by either one of 8 ConRail wreck train forces stationed in Conway,
Pa., Kiski Jet., Pa., or Altoona, Pa., that were located in close proximity to the
derailment, providing ConRail equipped its own wreck forces with 100-ton
mobile cranes, which could be provided by ConRail at very little cost.

Example No. 1
MPA-846 CARDS FOR PAYMENT OF TIME CLAIMS

Reason for claim: Employee No.: Name Hours claimed Date of claim Amount paid

Not %Illgd to work with outside contract wrecking equipment:

cJoADavis. oo L. $130.90
201918: D. G. Bologna.._.....___._. 192, 50
233472: H. J. Hoover. _. 192.50
270190: M. D. Brady. _. 130. 90
209145: W. R. Sharpless 192.50
235732: F. ). Fueci._... 130.90
280960: C. J. Roebuck_. 128.86
261869: A. L. Vilk_________ 128.86
274874: F, E. Brandenburg 128.86
203621 : M. G. Marsilio_. 128. 86
261874: H. R. Brobeck .. 128.86
261964: ). ). Bosco.. .. 128.86
200608: B. S. Lowther ... ... ____ 128. 86
270952: P. J. Lapie_____. 189. 50
278165: ). F. Stussy._ 130.90
262764:1 S. Sassic, Jr 130.90
277426:1 M. P, Pucci. 192.50
277263:1 J.Palas._. . .. ... .l 130.90
L 2,663. 42

! Previously submitted MPA-846 cards for payment.
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Example No. 2
MPA-846 CARDS FOR PAYMENT OF TIME CLAIMS

Hours Date of Amount
Reason for claim: Employee No.: Name claimed claim paid

Violation of wrecking agreement:
271302:

ML PenSON. o icacmiicanan 8.0 Aug. 20 1977 $61. 50
276113: R. L. Himmelsbaugh. 80 .....do_..._.. 60. 54
271303: P. M. Sassic.._____ 80 __..do____... 61.50
261869: A. L. Vilk._._____ 6.0 Aug 6 1977 T 45.48
276113: R. L. Himmelsbaugh _ 3.0 Aug 29 1977 21.36
275107 : R. ). Cavender.___ 4.5 ____. do_...._. 32.35
274895: W. M, Burton_ _ 4.5 ... do.._.._. 32.04
277913: L. F. Slocum.. .. 4.5 ... do _______ 32.04
278363: . W. Waldron__ 45 ___do_...... 32,04
275205 3.0 June 28 1977 21.57
: 3.0 .....do______ 21.36
3.0 ... do ....... 21,36
3.0 ... do.._.._. 21,57
11,0 July 6,1977 84.70
8.0 Aug.- 81977 61,50
: 3.0 Sept. 19,1977 22.74
278139: M. S. Szuba .. 3.0 Oct. 1,1977 22.74
274551: E. Angelme_. 3.0 Oct. 6,1977 22.74
275669: F. Fehir__. __._____ 3.0 Oct. 26,1977 22.74
Violation of wrecking agreement,
275205: R. ). Coleman. . 10.0 ____. do___.... 77.00
275799: 3.0 Oct. 3,1977 22.74
274860: J. 3.0 Oct. 13,1977 22,74
262020 3.0 Oct. 21,1977 22.74
278315 3.0 Nov. 1,1977 22.74
275111 3.0 .. do._..._. 23.40
» 278451 2.0 ... do....._. 15.16
276775 3.0 Oct. 3,1977 23.40
253788 2.0 Oct. 29,1977 15, 40
209345 3.0 Oct. 21,1977 22.74
241015 3.0 Oct. 29,1977 ' 22,74
253972 3.0 ... do__..... 22.74
Total L . e e em e ecemceseeeacenmcennanan 861.75

Payments as shown in examples No. 1 and 2 are normal payments made daily
and are repeated countless times each day across the system as will be shown
in later evidence.

CONTRACTORS ARE USED WHEN NOT NEEDED

Contractors are used when not needed across the system daily. The following
is an example at only one of the 145 locations where ConRail employes a con-
tractor to do rerailing work.

Mor-Track is located in Liverpool, N.Y., and operates a very small company
that services only the Syracuse area for ConRail. We have examined a 22-day
period of Mor-Track’s activities on ConRail derailments in the Syracuse area,
during a period from January 26, 1978, to February 16, 1978. ConRail has its
own wreck forces stationed at Syracuse Dewitt yard with a crew of 9 men, a
200-ton steam crane, plus an over-the-road mobile Holmes crane similar to that
used by contractors. Mor-Trak is a small concern and generally is used on jobs
that ConRail’s own forces can easily handle, as explained by the following let-
ter dated May 8, 1978, and followed by several invoices totaling $5,163.08, which
was submitted by the local union representative in Syracuse, N.Y.

To make a contrast between the contractors’ charges for clearing the derail-
ment on invoice No. 642, the payment to the contractor was $4,227.66. This derail-
ment could have been performed for the sum of $380.00 that ConRail paid to
its own forces if their own forces had two 100-ton mobile cranes. ConRail would
have realized a savings of $3,847.00 if ConRail owned its own crane.

On invoice No. 643 the minor derailment was already corrected by ConRail
forces before the contractor arrived at a cost of $114.00. The contractor charged
$935.42 for answering its telephone.

Attachments.

TRANSPORT WORKERS UNION OF AMERICA,
RAILROAD DIVISION,
Syracuse, N.Y., May 8, 1978.
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Mr. A. A. TERRIEGO,
International Vice Pregident,
Director, Railroad Division,
New York, N.Y.

DEarR BROTHER TERRIEGO: Enclosed you will find two invoices from Mor-
Track Ine. One is numbered 642 and the other is numbered 643. On invoice 642
for a derailment that occurred on March 21, 1978 Mor-Track charged ConRail
4227.66 for a derailment that could have easily been cleaned up by using the
Dewitt wreck train. On the above mentioned date Mor-Track righted the cars
with our members, including myself, doing the ground work. However, only 5
members of the wreck train crew were used and Mor-Track had 9 people at the
wreck scene. Also Mor-Track had at the scene 1 boom truck in which it charged
350.00 dollars for, and a bus with a diner setup with coffee pot, stove etc.
Mor-Track charged for 1 superintendent at 14.00 dollars per hour for a total
of $140.00. The only superintendent that I saw there was the ConRail wreck-
master.

On invoice No. 643 Mor-Track charged ConRail $935.42 for a derailment that
was cancelled and absolutely no work was performed by the Mor-Track company.

I am also sending copies of this letter to Milo in Altoona.

Fraternally yours,
JoHN HEINDORF, Presgident.

Enclosures.
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P.O. Uox 149
LIVERPOOL, NEW YORK 13088 e

"No 642‘-_'

VO BATE

Phone 315 652-3469

l Taesuan

TO' CONSOLIDATED RATL CORPURATION _

* - DEWITT_CAR_SHOPS

E. SYRACUSE, NV 13057 o
ATTENTION: MR. W. BURCHARD
. REFERENCE: DERAILMENT ERIE BLVD. W., SYRACUSE, NV ON 3/21/78
YOUR CRDER NO. OATE SiiPPED | sPmEDvIA * #.0.8. POINT ’ TERMS
Verbads ] | : : N/1O .
k. QUANTITYI . DESCRIPTIOM UNIT PRICE + TOTAL
. EQUIPMENT ’
10 Hus, TLmM_ Side boom dozens I __395.p0/Hn| . $1900.00 .
4 Has. | Two {2} Low-bed Trailfens S $40.D0/Ha] . $ 370,00
_ 10 Hns. | One {1) Boom Tauck . ... ._|._ $35.00/Ha) _ $ 350,00
§ Huw, |'Une (1] Light plant $25.00/Hn|  $ 200.00
10:Hrs, | One {1) Tool Comp, Unit ____ ____.._. $20.90/Hr| ___$ 200,00 _
4 Hua. | Two {2} Escont Trucks $11.00/Hn $ KS.%%
—— PPN DU o -

LABOR

10 Hus. | One (1) Superintendent
.10 Has | Three (3] Operatons ... .. . ...
10 Has, | One (1] Mechawic '
.. 4 tre. | Two (2} Dadlvens

$14.00/Hn
el el | 812,00/ HA)
’ -$12.p0/HA
L811.p0/Hn

10°Hra, | Two (2} Laborens N N R I T 220)00
— - e e e DR T A 400,
| Twa (2)_PeAmits e g - o) —$25.00.Eal . $ 50.00
e SUB-TOTAL . o e [ oo - ol 234036400
. - 7% AVS Tax On Equipment.= | .. .| . |._$ 191le6.
i : TOTAL DUE.THIS INVOTCE ... |} __ _f_ $4227166..
WE THANK vou.' N T T e
| A FINANZE.CHARGE.OE - i I -
1% PER MONTH 13 C
cm e e |- APPLIGABLESTO- AMOUNTS - - e - oo s [ e f e o .
.| UNPAID 35 DAYS FROM  _ )
=S INVOICE DA TE: " = smrmm s o f e e aad S
. R

ORIGINAL R g?m:&cyow .



113

MUITTTGR,  ING, Ta

: P. 0. Box 149 . : 0. -

: LIVERPOOL, NEW YORK 13088 : . ] N8sss

! B BATE L7 I8 4 v
Phone 315 652-3469 [ 4/3/18 I

T 76

T chsoszATED_ RATL CORPORATION ___

' __DEWITT_CAR SHOPS

_ E._SYRACUSE, WY_ .

10357

ATTENTION: MR. W. BURCHARD
REFERENCE: DERATLMENT, ADAMS CENTER ON 3/30/75 (CANCELLED ON ROUTE)
YOURA CADER NO. DATE S:PAED § SuPPED via : FOoa maint . TEAMS
p | -
| OU%PE%YI ‘A_DESCRIPTION WNIIQ' PRICE 1TOTAL
| EQUIPMENT. —
3 Hnrs. wo (2 {de boom dozers - N
3 Has. | Two. (2) .Low-bed. trailens — L $40100/HA.. - & 240, 00
3 Has. | One (1) Boom Tauck $35100/H. 3 105.60
w3 Hra,_) One_(1].Toof Comp...Unit. — $20l00/H ... § 60.00
3 Hra. | One (1) Light Plant $2500/H $ 75.00
————3.Hra. _|.Twe_{2) Escont Trucks —$11{00/HY .~ § . s4.00
8.
——— 1 LABOR ! O N I _F.__
- 3 Hrs, | Tne [T) Superintendent '$14100/H $ 47100
3 Hrs. | Three {3) Operatons - $12{00/H. $ 108,00
3 Hua, | One {1} Mechanie $12100/H, S 36l06.
o3 Hna, | Four (4) DAAveRS-—— oo e - —-$11d00/HA - - $ 132,00
‘ _..[Two_I2] Permits - e ] 325000 B
e e R SSUB-TOTAL - oo e = ool 2 89740 b0 -
7% NYS Tax on Equipment - $ 2142
- -~ TOTAL UE THIS INVOICE #2

WE THANK you

}

T CHARGE OF
MONTH I5~ - == e rs =

ORIGINAL
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The total amount paid to Mor-Track for performing derailment service in the
29.day period mentioned above was $61,195.11 and at the same time ConRail paid
to its own wreck force or owed to its own wreck force the total amount of
$11,054.41, which makes a combined total of $72,249.52.

It is clear that the $61,195.11 payment to Mor-Track was paid for nothing.
ConRail could have used its own forces exclusively for the sum of $11,054.41 if

- ConRail provided itself the equipment. To simplify the explanation, ConRail
paid $72,249.52 for work that they were already obligated to pay and paid to
their own employees, in the sum of $11,054.41.

Millions of dollars are wasted and should never have to be paid from ConRail
funds and should be used for other purposes. Again I reiterate this example
can be multiplied many, many times daily across ConRail’s system. By no means
is the above explanation an isolated incident.

We can prove that the above happens at all locations across the system on a
daily basis.

DERAILMENTS: SYRACUSE, N.Y., FROM JAN, 26, 1978 TO FEB. 16, 1978

Paid or owed
Paid to to ConRail
Date and contractor used contractor wreckmen
Mor-Trak:
Jan, 26, 1978 . e e m— e $5, 115, 22 $1, 065. 40
Jan, 27, 1978 6, 069. 94 1, 065. 40
Jan, 29, 30, 31,1978_. 2,425, 35 228.24
“Jan. 31,197 7,861,52 1,461.12
Feb. 3,19 . 657.13 152,20
Feb. 1,055.18 915,60
Feb. 11,636, 34 - 1,641,60
Feb. 2,728.06 301.60
Feb. 1,549, 57 342,05
Feb 5, 809, 68 699.20
Feb. 14,014.16 2,420.80
Fed 2,278.00 761.20
Total oo e e 61,195.11 11, 054. 41

o
Grand total . . e ceccemcceceeeam e 72,249.52 ...

- In projecting Mor-Track’s activities on a yearly basis, on information made
available to us in the Syracuse area, we find that Mor-Track was paid $1,040,315
from ConRail funds in a one-year period for performing derailments that Con-
Rail is already obligated to pay and has paid to its own employees and could
have saved. We invite this committee to examine and conduct a thorough investi-
gation into these practices. It is alarming and scandalous when the same expense
is applied to the other 135 locations across the system, and when you consider
that Mor-Track is only a small operator with only a fraction of the business.

The outside contractors hired by ConRail to perform rerailing service are not
policed, or checked for the service performed or the equipment used. This organi-
zation has made many complaints to the highest level of ConRail management
for the past 2 years, but nothing is done to eliminate the abuse and waste by
using contractors needlessly.

After a complaint by this organization of the handling of a derailment situa-
tion in Salina, Pa., which cost ConRail an exorbitant price of $28,426.00 to clear
up a derailment, it did make a token effort to examine the cost of handling de-
railments. The following is a copy of a communication from the chief mechanical
officer stationed at ConRail headquarters in Philadelphia addressed to all me-
chanical officers in the field and to general managers and the operating vice
president. I regret to say that the memorandum from the chief mechanical officer
was completely ignored by those who are responsible for cleaning up derailments.
The situation has become worse and the contractors are reaping a harvest with
no apparent restraints or checks by management.

You will note the waste complained of by the chief mechanical officer on the
system. Again, I must reiterate that ConRail must pay its own employees, in
addition to the cost of using the contractors’ equipment. The memorandum
serves as a confirmation by ConRail of proof that the management is fully aware
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of the situation, and refuses to correct the situation and save ConRail millions
of dollars.

After a close examination and study using information made available to us
by interested and concerned members of ConRail management and rank and file
employees, we have calculated that ConRail has expended more than $200,000,000
of its funds for wreck and derailments in 1977 and the same study shows that
$22,000,000 would have been sufficient including the purchase of 30 mobile 100-
ton cranes at a cost of six and one-half million dollars. These 30 100-ton mobile
cranes stationed strategically across the system could perform ninety percent
of the work that contractors are now performing. This would result in a
$180,000,000 savings to ConRail each year.

OuTsiDE CONTRACTORS’ BILLS—DERAILMENTS

I have been going over the outside contractors’ bills that you have approved and
am attaching copies of those picked at random which I think should have been
questioned.

After reviewing the attached, I believe you will agree that we are not paying
enough attention to approval of these bills and I do not want any signatures ap-
plied to these invoices unless they are properly analyzed.

I have the following comments : )

Hulcher Bill No. 1—This was a 2-car derailment at Columbus, Ohio. Hulcher
was called with 12 pieces of equipment, a General Foreman and a Relief Operator,
and was cancelled at the end of 2 hours at a cost of $2,704. Note that hotel rooms
were charged at $647. How ridiculous can you get !

Hulcher Bill No. 2—This was a 4-car derailment at Catawba, Ohio. The cost
was $3,787. For 4 cars, they dispatched 12 pieces of equipment and 11 people. We
are averaging over $1,000/car rerailed. Who orders all the extra equipment and
personnel for a 4-car derailment?

Hulcher Bill No. 3—The cost was $28,426 for the derailment at Salina, Pa.
Four (4) pick-up trucks were involved, along with 1 Division Superintendent, 2
HULCHER General Foreman, 11 Truck Drivers and 10 Laborers. Isn’t anyone
checking the personnel that are ordered? Why did we need all this equipment and
a HULCHER superintendent ?

On each and everyone of these bills I would like to have Form MP-200 attached.
This form is entitled “Wreck Train Operation Report”. It should be completely
filled out showing the number of ConRail people on hand and all the other data
required. These bills-are running into the hundreds of thousands of dollars and
I want each of you to thoroughly review this with not only the Mechanical but
also the Operating Personnel who are involved in calling contractors to the wreck
scene. We should use our own people and equipment when at all possible. Just to
call HULCHER, you will note, costs several thousand doilars even if we cancel the
call.

Part III

In previous testimony in this statement, I mentioned contractors invoices for
22 day periods at the Conway, Pa. yard, located in western Pennsylvania, in the
central region of ConRail, and followed by a 22 day period taken from DeWitt
yard, located in Syracuse. N.Y. in the eastern region of ConRail. In this part of
our statement we examined a 22 day period of the activities of one contractor
at Toledo, Ohio, located in the western region of the ConRail system, thereby
covering a wide area of the railroad and the results are identical which sup-
ports our allegations.

There are 4 outside contractors that ConRail has engaged to supply equip-
ment and crews in the Toledo, Ohio area. Namely, Hulcher Emergency Wrecking
‘Service, Jeffers Company. Isringhausen Company and Fondesy Enterprises, Inc.
that operates a trucking, Excavating, and waste disposal company in the Toledo,
Ohio area. We have selected Fondesy Inc. because it operates a small company of
the same size as the Examples presented from Conway, Pa., and Syracuse, N.Y.
Fondesy is only one of the 146 contractors used by ConRail throughout it’s system
and the results of our investigation show a similar pattern as at the other two lo-
cations that we have examined. We are convinced that these patterns ean be ap-
plied to all lncations that use the 146 contractors listed in this statement. Cer-
tainly the following example is consistent with the others, and that, is an in-
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credible case of mismanagement and misuse of ConRail funds which certainly
warrants suspicion.

Fondesy Inc. is a small concern and is used only on minor derailments that
ConRail’s own wreck forces can easily handle, mostly without a crane of any
kind, and Fondesy and its equipment are not needed. In addition Fondesy rents
various types or air compressors, and small shop equipment to ConRail.

The railroad formerly had 2 100-ton steam wreck derricks, and an over-the-road
mobile crane with 2 separate wreck crews stationed at Toledo that performed all
of its derailments, and contractors were never used. All of the wreck equipment
at Toledo, Ohio disappeared and was never replaced leaving the railroad vulner-
able and defenseless against wreck emergencies, and 100 percent dependent on the
use of outside equipment at Toledo at a cost of 10 to 20 times more than if it had
used its own equipment. We contend that this action was by design, as at other
locations throughout the system.

Following are invoices that cover a 22 day period of minor derailments in the
Toledo, Ohio area that were submitted by Fondesy, Inc., that covers a period from
January 27 to February 17, 1978. We must reiterate that ConRail’'s own forces
could have performed all of the work without the assistance of the contractor at
10 to 20 times less cost.

Following is a chart that we have prepared using a 7 day period of invoices for
the period January 80th to February 6, 1978. Please note that Fondesy submits an
identical invoice of $2,013.00 on each date in the period totalling 9 invoices of
identical amount. These invoices should be investigated by this subcommittee.
Please note that on 4 of the 9 invoices Fondesy was paid for standby service
which means that no work was performed and the total for those invoices amounts
to $8,052.00. Please note the pattern of similar amounts of $2,013.00, $1,715.00 and
$2,898.00. ’

1,715.00 2,898

1,193.00 2,898

1,715.00 1,302  836.50
1,084.50

1,715.00 871

The total amount paid to Fondesy Inc. for rental of its’ equipment for the 22
day period was $57,342.51.

These expenditures are consistent with every other location we have examined.
With all information made available to us we have concluded that Fondesy Inc.
takes down $1,600,000. Yearly, of ConRail funds and we must reiterate that this
expenditure could easily be eliminated by using ConRail's own wreck forces with
its’ own equipment, particularly when ConRail is obligated and must pay their
own wreck forces whether they use the contractor or not.

Attachments:
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s Name - P.0. Box 1011 * - ‘tLocation

v and Toledo, OH 43697 and”
Address

Andress |

Attention:

R N Nﬂ'liams Stanley Car Shop

1orepruary Y, /e curiv

| Your o b

JOB/SERVICE UESCRIPTIUN

uneNg. Oty Line Descpton

O 2/6/78

1|1
b

2 1 Crew

301 | Permit- iU

". . Rental. Reraﬂment

s

PRICE
HOURS UNITS  /UNIT

st | 96.25
ot | 133.00
ot | 7400}

each

‘.b
* Tchew Signad By

3 .
"..A.G. Kundrath
et - SN

© Alt accounts subject to 1%% monthly FINANCE CHARGE
* (equivalent to 18% ANNUAL PERCENTAGE RATE) on

unpaid balances atter 30 days after invoice.

Please pay

b ssn 25

—y
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Fuckeag £ vecding - Waste 41 s

;_ 8:GOTTERCRERK RUAD
HHEGON. OHIO 43616

\v?hunc 726-1521-AC 419

|0u1 Outtmtty own PO Fd T € inlomes b, -

[ ; Vs
N _ : i ;i3
" Gustomei Cnnsahdated Rail Corporatlon S svice ’ P
o Name . PO, 1011 . Licaupn
o Toledo, OH 43697 : and
Addiess Adaress
‘. -t Attention: R.W. Williams Stanley Car Shop
TGB/SERVICE DESGRIPTION ' y = PRICE | PRICE
Mo Q. | umaDuereten L HOURS UNITS /UNIT | EXTEAsio:
-] T Rental:. ‘Deratiment Engine #7517, Engine #952 - '
0Tive Street & Gibsonburg, OH 2/9 8 2/10
- 90 Ton Lima Crane w/crew 1. ] st | 130.50
; oot | 167.75
' . . . ' &g,
2 1 Lowboy - Counterweight - = .-% L4 o7 43.00 ;
! - - : Cer : B
P31 Permit - S e i e | . |each 50,00 | T BOA
y- '
b
: !
! |
- l_ 1 |
R 2
i’tcnln Sigaed By - - - - ' el -_
- All accaunis subject to 1'3% monthly FINANCE CHARGE -~ Please pav )
- {equivalent (0 18% A_NNUAL PEACENTAGE RATE) un . .
J.H. Einhart +" unpai4 balances alier 30 days afler invoice. , > 32 197 75




135

. ) ] . ]

Y \&2.2/ 2 Dugng Excavating Waste Diposal prewruary due tes s 4, coly2
) 3 76 OTTER CREEK ROAD

¥ OREGON, OHI0 43616

Phona726-1521-AC.419

Our Otetor Hin a0 N, b iines N3, -

Consolidated Rafl Corporatwn - Sorvies

2.0, Box 1011 S s e Lecatons -

Toledo, OH 43697 - ; and
Addiess

R _Attentfon: R.H. WiT1dms Stanley Car Shop™ “: e

J08/SERVICE DESCRIPTION ‘ PRICE
naNo Oty Line Dvicrpton . _HOURS UNITS  /UNIT

Rental; lDeraﬂment Engine #5719 #PC294054, iNAHX

T 49444 Stqn]_e_y Yard & Cargill 2/10/78

85| OT | 133.00 ] 1,13050

i 1] 65 Ton Lima Crane w/crew .
v U eaen | T doio

2 1 Permit

. !Page 2f .
All sccounts subject 1o 1%% monthly FINANCE CHARGE Please pay

s J. K (equivalent to 18% ANNUAL PERCENTAGE RATE) on -
§.J. Koscuiczkk unpaid batances atter 30 days after invorce. : b 51 180.50°

vaets Signed By
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PRl ey e o 2 ey
S1r Tracking Froasatmg Waste Drposal AR

876 OTTERCREEK ROAD | o
. OREGON,OHIO 43616 . * \
' .. Phone726-1521-AG 419 | .
L. .t LF e CoNtne
D8
" Customer Consol1dated Rail Corporatnon Surien )
:-"'Numd : P.0. Box 1011 o7 . Locanon
"7 and Toledo, OH 43697 and
lAadleh Addiess .
- Attention R.M. Ni]Hams Stanley Car Shnp o T
JOB/SERVICE DESCRIPTION . . PRICE PRICE
pe e o .. HOURS UNITS /UNIT | EXTENSIO
Yo 10| Rental: Daraiiment #GTH315208, 4GATX3563; AWETRI00
574, Nor'th K Yard; E Yard 2/11/78
1 1 65 Ton L1ma Crane w/crew . 1 10 ot 133.00 1,330.00
20 ) eeemt o T T DA each 50.

. T

. Page Af
oY
All accounts subyest 1o 1% mortnty FINANCE CHARGE Please pay

tequivalent to 18% ANNUAL PERCENTAGE RATE) an
unpaid batances after 30 days after invice }' $1,380.00

Ickets Signed By

A.G. Kundrath

vy R et v LG s T T nithtoaoicsain - " G 1
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AL e b D ¥ Cadzorsy Jff(: b
SN 4 "

L uchirg Excavating Waste Disposal
: 876 OTTER CREEK ROAD

. OREGON, OHIO 43616 .
. Phonue 726-1521-AC 419

. I Otir Crete Mo

L : B

", custome;  Consolidated Rail Corporation o e e T
. Name ", P.0. Box 1011 . Location

o B3 To]edo QH 43697 Lo I oo gna

-'~‘Marogi_ ) ) i Address

ea ’ Attentlon. R. N Nilliqms Stanley Car Shop

! Februavy 16, 1978

oo B, e

LI
1

1

10B/SERVICE DESCRIPTIOR

‘o] Q. Lins Description - . R L .

‘ : ;,Renta]; Derailment #GTW3I15208 Stanley Yard. 2/11/p8 ...
1] 60 Ton Lima Crane w/crew =
21 1] Crew T

. Permit . -

T
—

ot
ot

each

PRICE | PRICE -
Th. . HOURS UNITS /UNIT | EXTENSIO-

1 167.75 | 1,006.5b

' 74.00 {148,006
" 50.G}

~—
All aczounis subject 10 1%3% monthly FINANCE CHARSGE |
- (equivalent (0 18% ANNUAL PERCENTAGE RATE) on
“ unpaid balances afies 30 days after lnvoice.

A:G. Kundrath -

——

aols Signea By ’

. Please pay.- ° >
. boste0a50
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r \E,‘//( . < Trucking Excavatng -Waste Duposat e -
~" tw  BI6OTTERCREEK ROAD
4% OREGON,OHI0 43616
Phone 720-1521-AC 419 e | N
Qur Ord 4 Bn I e Qe

Customer _Cansolfdated Raﬁ Corporatfon - Servéa
Name” . P.0. Box 1011 . e, Locatiop -
‘ano- - Toledo, OH 43697 R LU R
Agaryss . Addross .
© 0 v Attentien: R.W, Williams .Stanley Car Shep. "~ .. . -
JOB7SERVICE BESCAIPTION B T PAICE
oaNo. Gy LmeDesenpran R o e _KOURS UNITS‘ /UNIT |
’:., | “Rental: Rerailment #CRE89919, ¥PRR67182Z, Gibsanbufg - |- v
oo | o #scLaosso Luckey 2/12/78, .
1] 1] 90 Ton Lima Crane w/crew . 1| ot | 167.75
2| 1-| Lowboy, -’ Counterweight o . 1| ot | 4300
3| 1| Permit - ) -each
.
5 -
. [ .
. )
vt
Tickets Signed By R - o
P P .. All sccounts subjoct 10 1%% mon-hly FINANCE CHARGE Please pay -,
A : " (equivalent (0 18% ANNUAL PEACENTAGE RATE) on X S
+* A.6. Kundrath unpaid balances afier 30 ays after invaice. : P $2,368.25
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B R R

\' 87COTTER CRECK ROAN

| ORLGON. OHIO 4116
[ Plione 726-1621-AC 119 . . .
i T !l'}lu b M Lt 3t ) GoanerNa,
| ; i
g Custamer Consolidated Rail Corporation © s
Name T P.0, Box 1011 Location
S0 ana Tolede, OH 43697 © and
Addross Adihess
’ Attention: R.W. Williams Staniey Car Shop
JOB/SERVICE BESCRIPTION . e e i . PRICE PRICE
seNa. Ol Lita Descnpteor HOURS UMITS  /uMiT EXTENSIO!
Lot | Rentals Derailment #PC4S8121, Engine FCRIBIS, #CR Vo
© ]| 22825, dCRS15363, £CR218659 Stanley Yard 2/15/73 . oo
111 90 Ton Lima Crane w/crew . ‘ 7 ST 130.50 97%7&
) Lo|-oor | 162,75 | . YA
s <.
2 (.1 | permit S o e i each §0.0r

i i
M .
1 ! K
i i i
. e i ! ..
¢ JPage R i l B IR
Ticksts Sigred By ; o~
Tl Al aceounts subject to 1:% monthly FINANCE CHANGE Pleast. nay
. : : . .
0. B {equivatont 1o 1% AMNUAL FERCENTAGE RATE, on
S Einhart unpaid balances atter 20 days alter invoica, ’ $1,112.63

=
- ra

44-399 0 - 79 - 10
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\\‘z}‘jy { jm,ck,,,, Bxcavating- Wasto Unpasal (U tedruary 21, 908 4 26u6z
’ : 876 OTTERCREEKROAD TR I -
+ OREGON,OHIO 41616 L S A
Phone726-1521-AC419

{ Out Order No i [T R T

Customar No. ©

) Consoﬂdated Rail Corporation T neraee
."P.0. Box 1011 . CoL LTy boraten.
.Toledo OH 43697° .- ang -
s Adorats
" Attention; R.W. Williams -SQBhley Car’ Shop
'DB/SEHVICE DESCRIPTION I T

o "~ PRICE PRICE
Vi Oescuptan e e . - HOURS UNWS JURIT | EXTENSID!
<Bental}. Derailment. JATSF700062, 4TTBY965030 . 4TT6N - ' L
N 962005._#"[1'8){940157, #C&O49917?, #SOOLINE7O711, #CRy
839441, §CRBB6T16, #CRBETS05 Stanley Vard: 2/16/78
X2[™ -} 66 Ton Lima Crane w/crew ) 1 ST
’
oo 13 er
each
cuus»qmsy ) - - - - -
: . < All accounts subject to 1% monthly FINANCE CHARGE .~ | Please pay .
s J KOSCUCZyk e (equivalent lo 18% ANNUAL PERCENTAGE RATE) on

unpeid belances after 30 days after invoice.
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¢.. Trucking- Excavating- Waste Dispasal

- W NI DD b Cadgonscs Sae. . I [
- ", : : February 27, 1978 | 1
. ="\ . §760TTIERCREEKROAD

i»©" OREGON, OHIO 43516 . ' "
‘+ Phone726-1521-AC419 .

. . - | Our Oram N, i tou O M0
Consolidated Rail Corporation - - Servico, ..
P.0. Box 1011 . Loeation *

Toledo, OH 43697 . e
: . © adorsss

e Attention: R.M. Milifams Stanley Car Shop. . * -,
JOB/SERVICE DESCRIPTION

‘LineNo, Qty.  Line Descnpuon _

) PRICE | PAIGE
I G HOURS UNITS JUNIT | EXTENS!
10 12 | Rental: ‘Deratiment #ca0dsor2z, #Pc27sess,. sPc26isq0, | e

MP376406, #PC18229, #DT125234 2/17/78

'

1 1| 90 Ton Lima Crane w/crew .8 | ST-[ 130.50 1,044.87
; TR e | oot | 675 | asest
2t [ permit o each 50,77

v

——
TEIAY S0 By - e
oo Alt accaunts subject to 1%% menthly FINANCE CHARGE Please pay
3.4, Koscuczyk _* {equivalent 10 18% ANNUAL PERCENTAGE RATE) on . .
N unpaid balances atter 30 days alter invoice. ) . _b_ -5_1 '848_‘5.8
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Again, I must reiterate that ConRail many times every day pays 8 times for
the same work of correcting derailments. When ConRail engages a contractor
with the contractors crews they must pay the ConRail crew plus the equivalent
number of ConRail employees who are at home, as that used by the contractors.
Following are examples of only some of the payments made to ConRail wreck
forces paid for staying at home because outside contractors crews were used.
Millions are wasted because of ConRail mnagements’ atrocious appetite for
contractors.

Following are listed copies of only some of the settled grievances paid by
management for no work performed. These settlements of huge sums of money
for no work performed are a daily occurrence across ConRail’s system repre-
senting gross waste and neglect.

Attachments:

MPA—846 CARDS FOR PAYMENT OF TIME CLAIMS

Reason for claim: Employee No.: Name Hours claimed  Date of claim  Amount paid

Violation of wrecking agreement:
2619

: J. J. Bosco. 4,0 Nov. 10,1977 $30.32
261884: J, A. Davis. - 4.0 ___. do.___.__ 30.32
271127: J. A. Cochra - 4.0 .. do____._. - 30.80
277693: S. Sassic, Sr . 10.5 Nov. 15,1977 79.59
209889: R. A, Spade. - 8.0 Nov. 14,1977 60.64
261869: A, Vilk.____ - 14.0 Nov. 17,1977 106. 12
Bypassed on overtime list:
274 M. Bostanic... 8.0 Nov, 18,1977 60. 64
275205: R. J. Coleman... 8.0 ___. do.._.... 61.60
Violaticn of wrecking agreement:

1303: P. M. Sassic_ .o 3.0 Nov. 22,1977 23.10
270592: J. ), Lapic_. __ 8.0 Nov. 30,1977 60.64 .
202918: D. B. Bologna. 8.0 ... do.__..__ 60.€4
262021: ). A, Cochran.___ 8.0 ___do._____. 60.€4
240380: R. C. Waggoner. __________._______._ ... 4.5 Nov. 25,1977 34,11

L 644,16

MPA-846 CARDS FOR PAYMENT OF TIME CLAIMS
Hours Date of Amount
Reason for claim: Employee No.: Name claimed claim paid

Violaztion of wrecking agreement:

9745: W. Sharpless.._ .. .....o....._ 15.5 Oct. 26,1977 $119.50
275102: R. J. Cavender. 3.0 Aug. 81977 23.10
278363: 1. W. Waldron. ... L0 ... d - 22.74
274985: W. M, Burton. . 22.74
280860: C. J. Roebuck__ .. 100.10
274874 . E. F, Brandenburg_ 61.6

Bypassed on overtime rotation list: .
200608: B. S, Lowther . s 3.0 22.74
271303: P. M. SassiC. . ..o iiiiee. 23.10
Violation of wrecking agreement:
276819:D. A. Matteo. ... oo 83.38
270883: P. A. Smedley_.__._.. 11.0 84.70
278108: ). F. Stussey. .-...... . 84.70
262764 : J. Sassic, Jr_. ... ... . . 84.70
280960: C. J. Roebuck. ... . . 84.70
200608: B. L. Lowther..__.. . . 83.38
271040: M. R. Suica_ . ...._. . :do_ 84.70
009745: W, Sharpless_...... . R 84.70
270180: M. S. Brady ._._____ . 84.70
233742: H. ), Hoover____..._ 84.70
262021: J. A. Cochran.... . 83.38
270592: P. J. Lapic..._... 83.38
261964: ). J. Bosco._..... 83.38
261884: ). A, Davis....___ 83.38
261874 K. R. Brobeck.. .. 83.38
271127: C. L. Cercone.._ 84.70
277740: J. W, Schooley _ _ 83.38
271122: F. C. Anderson 83.38
262763: L. G. Salamone. 84.70
262732: J. P. Kaunert._ _ 84.70
270234: W. K. Schohn_ . 83.38
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Looking from our view and vantage point at the entire ConRail situation, we
are compelled to conclude that ConRail has no chance whatever to become a
self-sustaining and viable railroad in the Northeastern United States, as our
10,000 members on ConRail had worked for and hoped for. ConRail management
is literally raping and -stripping the railroad of its’ life blood of badly needed
funds that run into hundreds of millions of dollars that could give it life and
make it breathe once again.

We hope that this subcommittee will investigate our allegations and stop
ConRail managements’ raping and stripping of the railroad’s funds.

Senator McGovern. Mr. Morrett.

STATEMENT OF RICHARD F. MORRETT, JR., ENGINEMAN, FORT
WAYNE DIVISION, WESTERN REGION, CONRAIL, AND GRIEV-
ANCE COMMITTEE CHAIRMAN, LOCAL 95, TRANSPORTATION
UNION OF AMERICA, ACCOMPANIED BY ROBERT E. MANNING,
TRAINMAN, LOCAL 724

Mr. MorrerT. My name is Richard F. Morrett, Jr., and I reside at
520 Henry Street, Huntington, Ind.

I am presently employed as an engineman. operating out of Fort
Wayne Division, Western Region, of the Consolidated Rail Corpora-
tion.. I am also a grievance committee chairman, Local 95, United
Transportation Union, but I appear here today solely as a concerned
ConRail employee. o

With me is Robert E. Manning, trainman, Fort Wayne Division.

The information I shall give constitutes our joint prepared state-
ment.

I am a third generation railroad engineer, and I have been working
in this industry for the past 12 years. I still have some pride and self
respect left in performing my duties for ConRail.

It is for this reason that I am here today to make known to this
subcommittee the concerns of myself and fellow workers regarding
the waste of funds and man-hours in the day-to-day operations of
ConRail. Also, to aid in some way in stopping this condition and
make every possible effort for ConRail to succeed as a valuable rail
link from the East to Chicago and the connecting rail lines west.

I am also here today to give testimony to the fact that the morale
and pride of work accomplishment of ‘my fellow workers is at an
all-time low, and if we are to have any hope of continuing in a rail-
road career on a viable system, some of the things we have witnessed
must be stopped and rectified.

Also, that the management forces directing the ConRail system to
date has failed to make any effective or lasting improvements and
has demonstrated the complete ineptness by current management
from nonrailroad or from limited railroad management backgrounds
in the day-to-day operations of this rail system.

Regarding this lack of effective and knowledgeable management
we would like to point out some areas that are in need of immediate
corrective action, and if they are not corrected, they will continue
to defeat the purported purpose of the ConRail system. That is, giv-
ing continued and improved service to the shippers in the Northeast
United States.
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Also, to charge that management fails to realize that they must
have labor to operate and if they persist in their every effort to defeat
the workers’ integrity and spirit by their actions and policies, this
system will surely fail. -

I am familiar with only a small territory of this giant rail system,
that is, from Chicago, Ill., to Conway, Pa., and from Toledo, Ohio,
to Chicago, Ill. If what we have witnessed each day while performing
our duties in our divisions hold true to form on the rest of the sys-
tem, and there is basis of fact in our conversations with men from other
divisions that they have waste and poor management in their locali-
ties, then this system will fail verysoon.

We have seen seven great rail lines fail due in part to the misuse of
assets, mismanagement of men and equipment, and the ever present
nepotism. This opinion is not just mine alone, it is shared by a vast
cross-section of my fellow workers.

The company officials continually convey to the press that one of
the biggest roadblocks to ConRail attaining their goals is, in part,
directly related to labor and their much berated agreements and pres-
ent work rules. When in fact these agreements have built into them
incentives for the company to make a profit, if they had competent
management and for labor to receive just compensation for their
services in getting the job done. Over the past decade our much dis-
cussed work rules have been revised and improved for all parties
concerned, so this assertion by the company, we feel, no longer merits
further discourse. .

The much publicized track rehabilitation program in practice
seems to be a sham. As we have witnessed during this past 2 years of
an all-out effort by the maintenance of the way track gangs, the track
1s back to the same or worse condition than it was prior to the start
of this all out work effort.

These work gangs are now out in our area redoing or patching up
the sections previously worked. When we ask the track workers about
this situation they state to us that they are under pressure to produce
distance in track work performed per day instead of being allowed to
perform quality work per day.

These men also state that the reports of distance achieved a day look
better for management at all levels and that they don’t care about last-
ing quality of work performed per day.

In view of this and as far as we can tell the track rehabilitation pro-
gram is merely a patch up job at best and it results in no longer lasting
1mprovements. It seems to be a ploy by management to gain more funds
and more press coverage of distance of track work that is being com-
pleted. This procedure of performing the rehabilitation work is not
only costly but lends itself to further validate our claims of lack of
good management and the misuse of funds.

In the area of work trains to support this track work there exists
the lack of coordination and cooperation between management and op-
erations personnel with the track foreman in charge where the work
train is to perform service. The method and practice of calling the crew
members for the work trains that deliver the materials and supplies
to the work location for the track gangs working in that area. An ex-
ample of what takes place more often than not on one such support
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work train over a 3-day period is identified as exhibit A, and is at-
tached to my statement.

SenatorMcGovern. Without objection, it will inserted in the rec-
ord at the end of your testimony. '

Mr. MorrerT. In the area of proper and more efficient crew utiliza-

tion I must challenge some of the statements made by some ConRail
management people that their cost being high and the need for more
funding is due in part to labor. This is not true. If management and
operation personnel of the various divisions: would only coordinate
their efforts between divisions it would result in faster passage of
trains between and over the divisions. This is not the case in the oper-
ations on ConRail. Each division operates with indifference and con-
tempt for the other division, and the lack of coordination wastes
money, hours, and delays trains.
- If the crew calling times for reporting for duty would be better co-
. ordinated with dispatching times of trains, there would be a greater
reduction in the delays to trains and still more funds could be saved.
By eliminating the train movement authority granted to the tower
operators or in some locals, crew callers, and placing it back where it
belongs with the train dispatcher or his supervisors, and by expanding
the arbitrary division points would greatly improve train movements,
save even more funds and reduce wasted man-hours. )

Also, a greater use of side tracks for the routing of slower moving
trains to allow faster moving trains that are following would stop
a chain reaction type of situation. That is when the crew that is man-
ning the slower moving train is about to or has exhausted the hours
that they are able to work under the law and have not yet reached
their final terminal, this will require a fresh crew being transported
out of the terminal to relieve the crew that has run out of time that
they are able to work.

All during this time the train that is following is being delayed
and its crew could very well run out of time that they can work. This
could have been avoided by the use of side tracks.

It is also very frustrating to my fellow workers when one of them
makes a valid suggestion to management that would save time, money
and perhaps facilitate faster delivery of goods to a customer and he
is then verbally intimidated and chastised for him even thinking of
n}lla-king such an idea verbal, let alone making that idea known to
them. ‘

They go on to inform this man that management will run the rail-
road and he is to do his job. He wonders what, his job is if it isn’t
serving the shipper and, we all begin to think what is the use of trying.

Management fails to realize that if their efforts were directed more

to moving trains and servicing local and long-haul shippers, instead
of harrassing and intimidating the rank and file, there immediately
would be an improvement in labor relations, increased productivity,
improved morale and cooperation from all concerned. '
. The corporate heads will rebut our charges of ConRail having
Inept managers, and that funds are being wasted and that these claims
are false or exaggerated. They may even deny knowledge of these
Instances, yet at our level we know that everything that is done is
monitored by corporate level personnel daily.
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There also exists the needless expenditure of funds for outside con-
tractors that are hired for track work, rerailing cars, and cleaning
up derailments. There is the great reliance on private taxicab com-
panies to transport crews and mail to various locations, sometimes
In excess of 150 miles. This is another area that could be limited and
result in still more savings. o

One method is to use equipment ConRail already has within its
system to accomplish the aforementioned tasks. It is our contention
that without too much effort we could effect a saving of perhaps
millions of dollars per year in our area alone.

There are other instances of waste and mismanagement that we
could detail in such areas as the repair of locomotives, printing costs,
and motel accommodations, paid for by ConRail for away-from-home
train crews, but it would take more time than we have been given to
describe these situations. Let me add that we are willing to make
such information available to the subcommittee if it wishes it.

Since this subcommittee has expressed a sincere desire to be informed
as to what areas are in need of improvements and where the waste and
misuse of tax funds and manpower can be eliminated, this is most en-
couraging to me and my associates. If you will mandate and direct the
necessary changes, you will give me and my dedicated fellow workers
the opportunity to work for an efficient and viable railroad system.

We also believe that with the current public interest in this matter
you will use your power as Senators and Congressmen to make Con-

Rail succeed in the Northeast for the public, the shippers, and my fel-
low employees.

[The attachment to Mr. Morrett’s statement follows :]

ExHIBIT A

On the first day that the work train was needed the train engine crew members
were ordered to report for duty at 3 a.m. in Fort Wayne and then was trans-
ported via taxi cab to Colehour, Ind., a distance of approximately 110 miles.

At Colehour the crew then boarded the work train engine and then coupled to
the work train cars and proceeded to the work location at Hobart, Ind., a dis-
tance of 21.5 miles. When this train arrived at Hobart it was immediately routed
into the siding track where it remained the rest of the day.

The reason for putting the work train in the side track was because an elec-
trical storm that morning had rendered the train dispatchers line inoperative.

Although the Bell Telephone System was still operational and the dispatcher
could have used this means to grant the maintenance of way personnel and the
work train the necessary orders to have right of track for their work of un-
loading ties and also to take that track out of service for all other train move-
ments. This halted the trackmen and their machinery from working on the track
that day. This could have all been avoided by the use of the Bell Telephone System
by the dispatcher. This was one day wasted.

On the second day the work train crew members were ordered to report for
work at 4 a.m. in Chicago and then transported via taxi cab back to Hobart a
distance of 45 miles to again man the work train that was left there from the
previous day. The evening before the track foreman had told us that we would
not be able to do any track until after 7:80 a.m. on the second day. Thus, we had
only 8% hours to work since we were ordered for duty at 4 a.m. This is another
good example in lack of management to coordinate with the foreman in the field
and the train crew members of what was required on this day and in keeping
costs and wasted time at a minimum.

Finally we were able to start on the second day only after the commuter trains
and freight has past Hobart. The M&W foreman then granted right of track and
control of that portion of track where we were to perform the task of unloading
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ties that day. Due to lack of experience of the contracted help we were only able
to unload 4 cars of ties. It normally would take only 30 to 45 minutes to unload
a car containing ties plus we were running out of the hours we could work and
still comply with the hours of service law. This day we could not work past 4 p.m.
and again due to the lack of management cooperation we were delayed in being
transported back to our rest facility and off duty point, resulting in additional
4 hours 10 minutes overtime pay to each work train crew member. This total pay
for each of the crew members was equivalent to 260 miles.

On the third day we were ordered to report for duty at 5 a.m. and then we
were transported back to Hobart and our train, This day was more productive
than the previous 2 days. In that we unloaded 8 cars of ties and then placed our
train on the side track at Hobart and was returned to Fort Wayne via taxi cab.
This completed our tour of duty on a three day work train on this third day when
we had completed what work had to be done. The transportation was there at
Hobart and returned us without delay to our home terminal. This shows you
that on some occasions there is hope that this corporation can demonstrate some
effective management coordination but this is rare.

For the approximate 11% hours of work conducted during this 3 day period
ConRail paid a 4 man crew wages in excess of $1,500. This does not include wages
for maintenance of way personnel and outside contractors.

" Senator McGovern. Thank you, Mr. Morrett.

My understanding is that your prepared statement represents a
joint statement on behalf of yourself and Mr. Manning ?

Mr. MorrerT. That is correct.

Senator McGoverN. Mr. Terriego, if we can begin our questioning
with you; in part I* of your prepared statement, you make the as-
sertion that ConRail paid more than $91,000 in rental to a private
company for equipment that was never used.

Would you briefly explain the circumstances that led you to make
this charge?

Mr. TerriEGO. Senator, as we all know, April 1, 1976, was the day
of conveyance when ConRail became a reality. Shortly after that,
these outside contracts began to appear more often.

I go up to Buffalo, N.Y., and a master mechanic and the general
foreman was fired alongside of him. Shortly after that, these two men
opened up a repair shop in the Buffalo area, and do vou know that
ConRail was feeding them our work after they were dismissed from
ConRail,

This gave us a little suspicion. So then we go back, we go back to
March of 1977. A group of supervisors in the Pittsburgh area wrote
vice president of operations Hasselman a letter, but they did not sign
it. They were afraid to sign it.

They sent him a letter exposing what we have in these three briefs,
briefly in this 3-page letter. It was sent to him on February 26, 1977.
After several months, Mr. Hasselman or anybody did nothing in
ConRail. They came to me with this letter and the invoices.

I immediately dispatched International Representative Milo Shim-
rak into Pittsburgh, and this is how it began. We notified the police
department of ConRail who went into the Pittsburgh Sheraton Hotel
in 1977, and took written statements from these individuals; sworn
documents that this particular crane did not perform any work.

These are a matter of record in the hands of ConRail police de-
partment. Mr. Shimrak sat in that room and witnessed these pro-
ceedings. -

1 See part I of Mr. Terriego's prepared statement beginning on p. 85.
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Of course, as you know, nothing has happened ; absolutely nothing.
Then we went before Congress. When they heard that they imme-
diately took these people back into the Sheraton Hotel in Pittsburgh,
b}lllt none of them changed their sworn statements. So the facts are
there.

If someone can get the ConRail police, or subpena the police report,
these are all a matter of record, signed documents that this thing
actually happened.

Senator McGovern. Is that letter you refer to a part of your
documents? )

Mr(.1 Terrieco. No, it is not, but I will submit that letter for the
record.

Senator McGoverN. Without objection, so ordered.

[The following letter was subsequently supplied for the record:]

CONWAY, Pa., February 22, 1977.
R. B. HASSELMAN,
Vice President of Operations
Philadelphia, Pa.

DEeaR SIR: Attached, you will find a copy of some of the bills* that a con-
tractor is charging the ConRail for wrecking service. If you will note the one for
$51,000 for Standby at Conway Yards, there is a block and tool truck charged
at $20.00 per hour but the truck was never at Conway Yards. The bill at Vanport,
Pa. you will note, bull dozers and a 75 ton crane was billed for and did not show
up at the wreck scene. The same night a 100 ton crane was on Standby at Conway
when another 100 ton Holmes crane was dispatched from the same contractor.
This contractor has had a 121 ton Pettibone Crane station at Conway for 1 year
and a 1% ton Drott, which you will note a bill. At the prices, which are being
charged, why won’t a company use it's own equipment where possible as $51,000
was charged for a Standby Crane with a wreck derrick setting 100 feet away,
which could be manned $105.00 per hour for wreck crew and train crew at
straight time rate of pay. A years rental for lifting equipment for the shops
which is the Pettibone and Drott, should have been used to purchase the same
equipment for ConRail and would have been a savings to the company.

It seems that the people who are calling these contractors have no regards as
to the cost or how they spend the $2.5 billion loan received for the ConRail
from the government. On the Pittsburgh Division of the central region, it seems,
use contractors no matter what the cost or how much damage is done to equip-
ment, just so they can show the cleanest division and must be enjoying some
gratuities from the contractor involved. A 50-ton Holmes Crane at Conway is
obsolete and worn out but no one ever talks about replacing it. Everytime it
breaks down it takes 6-8 weeks to find replacement parts for it and this con-
tractor is used. I understand that this Crane is rented from Excelsicor for
$2,150.00 a month, which constituted a great savings if it was replaced by a 100
ton Holmes at Conway or maintained.

The Penn Erection Company is a 1% hour drive from Conway Yards, why
would they be put on standby 24 hours a day when they could be called when
needed, and 90 perdent of the jobs called for an engine and block truck could
rerail cars and engines. The Penn Erection Company has purchased two 100
ton Holmes highway rail cranes in the last year and prior to that a 60 ton
Holmes highway rail crane. They must know they are going to get the work
and the ConRail isn't going to purchase new equipment or they would not invest
that much money in equipment to work for the railroad.

Penn FErecton is used, it seems, everywhere on the Pittsburgh division as
Mingo Junction, Ohio wreck derrick was broken down for 3-4 months now
and to keep contractors working, it seems that is a long time to repair a piece
of emergency equipment. The company and labor organizations sign an agree-
ment and on its Pittsburgh division it is always violated when it comes to using
company men with this equipment east of Pittsburgh and vicinity.

1 Coples of the bills referred to may be found in ConRail files.
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The contractors men are used and then the company wreckmen and extra
wreckmen are also paid thru time claims at the local levels. If these agreements
were adhered to the way they should, this also would be a great savings, money
wise, to the company. Under title V, these men all have guaranteed wages and
before paying a man for nothing it would be better to get some labor for
company money. The excuses that are used, the contractors are faster but when
company equipment is used, such as a wrecktrain it takes sometimes as high
as three hours before train and engine crews arrive ; it seems at times these delays
are intentional just to justify the use of outside equipment because the longest
routes at times are used to get a wrecktrain to scene of derailment.

If an’ accurate record of derailments and cost of rerailing were kept you
would find the cost much greater on the central region than any other region and
the Pittsburgh division above all other divisions on the region.

Senator McGovern. Mr. Terriego, in part I of your prepared state-
ment, you cite what you call the most flagrant examples of misman-
agement.

Could you detail that statement ?

Mr. TerriEGo. I will read partly from the letter I just introduced as
evidence.

The bill at Vanport, Pa., you will note, bulldozers and a 75-ton crane, was billed
for, and did not show up at the wreck scene. The same night a 100-ton crane was
on standby at Conway when another 100-ton Holmes crane was dispatched from
the same contractor.

Let me give you the picture. There is this 100-ton outside contractor
crane sitting there doing nothing. A derailment occurred. They did
not take that crane. They got another one. So now you have two; one
doing nothing, and the other one doing the work.

Again I will read:

This contractor has had a 121-ton Pettisone crane stationed at Conway for
1 year, and a 11%-ton Drott, which you will note a bill. At the prices which are
being charged, why wouldn’t a company use its own equipment where possible
as $51,000 was charged for a standby crane with a wreck derrick sitting 100
feet away, which could be manned $105 per hour for wreck crew and train crew
at straight time rate of pay.

They used the outside contractor. This is what we mean.

Senator McGovern. Again, Mr. Terriego, you assert in part I of
your. prepared statement that private contractors doing derailment
work for ConRail provide what you refer to as lucrative fringe bene-
fits to ConRail management.

What do you mean by that? What are the details that support that
allegation ?

Mr. TerriEGO. Senator, I go back to this letter to Mr. Hasselman.
They write, the supervisors at Pittsburgh :

On the Pittsburgh division of the central region, it seems, use contractors no
matter what the cost or how much damage is done to equipment, just so they
can show the cleanest division, and must be enjoying some gratuities from the
contractor involved.

This led us to suspicions of gratuities. We have reason to believe this
1s common across ConRail. It is the standard joke, that one of the
wrecking companies has a retreat in Hawaii which entertains top
officials of ConRail free of charge. This is common. o

We in the negotiating committee crack jokes many times. saying to
the people in Philadelphia, we would rather negotiate with the con-
tractors. At least we would get to the warm weather in Hawaii, instead
of the cold weather in Philadelphia.
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It came to us, the so-called internal audit went into Chicago to the
main office to investigate these allegations. While he was doing an
audit, he was propositioned to go to Hawaii. But nothing was done.

We also-Bave reason to believe that the contractors use private planes
for trips to Virginia Beach, Va., Ocean City, Md., Myrtie Beach, S.C.,
and one better yet, hunting and fishing in Newfoundland and Wyo-
ming. We know it.

Some of the supervisors, if we get them to open the records, said
they would receive a post card from the outside contractors saying,
within 1 week or 10 days you will receive a box of coveralls as a gift.
You will receive another post card stating we will deliver a side of
beef to your home. Fill out the forms, and we will cut it to the size
you want it.

They will tell you. This is true. The important point here, Senator, is
that while this is all going on, they violate our contract, and our people
are sitting home being paid. They are paying our people.

Senator McGoverN. So you are saying in effect that instead of
using their own equipment and their own employees for this repair
work, that in order to receive what you refer to as fringe benefits,
the various trips and resort areas, they prefer to deal with private
contractors?

Mr. TerriEGo. Automatically.

Se?:;tor McGovern. Is that a presumption, or do you feel you have
proof ?

Mr. Terrieco. In the last week, they dismissed one of the fellows
who allegedly took one of the trips.

Senator McGovern. But you are saying it is considered common
knowledge. Yet what I am getting at here is the difference between
presumption based on circumstances, and any real proof you have of
these practices.

Mr. TrrrIEGO. Senator, we say, that we have here what fell off the
wagon. We have no authority to rip off the canvas and look in it. If we
could look in the wagon, we would find this.

Senator McGovern. In part ITII? of your prepared statement, you
cite the case of payments made to a private contractor in the Toledo,
‘Ohio, area. Could you elaborate on that? Give us the details that
support that particular case?

Mr. TerrIEGO. Let’s go down to the date and amount in the first table.

Senator McGoverN. The first table of part I11%

Mr. Terrieco. Yes; the date and amount. We believe, Senator, that
the amounts on the left is paid automatically for a piece of equipment.
We have proof of this invoice of a bill for $2,013. We believe that no
matter what this particular piece of equipment gets awarded $2,013,
whether it is used or not. .

February 1, again we see an invoice, $2,013 for this piece of equip-
ment; also, $1,715 and a third piece on the same day w ich cost them
$2,898. On February 2, we see the same; and on February 3, the same.

Now, on February 4, on this particular day you will see there were
two invoices submitted that day for $2,013. On February 4 and 5, then
you have two more invoices—three, rather, for February 4 and 5, three
invoices on this particular piece of equipment, awarded $2,013.

1 See part III of Mr. Terriego’s prepared statement beginning on p. 115.
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We believe, Senator this piece of equipment is owned by an official
of ConRail in his nephew’s name, and no matter what happened, that
crane was to be paid, because it belonged to him.

One of the things we have to look at is who owns the equipment.

Senator McGoverN. Do you have other witnesses here who are pre-
pared to verify these circumstances ?

Mr. TErrIEGO. Yes.

S(;n'aftor McGovern. I understand you brought some people with
you ?

Mr. TerriEGO. Stand up, gentlemen. :

- Senator McGoverN. These gentlemen who are with you actually
verified—they saw the evidence you are talking about here today with
regard to what you referred to as fraudulent behavior.

Is it my understanding that these gentlemen have also sworn state-
ments backing up the charges?

Mr. TErrIEGO. Let me explain something. The fellow who wrote the
anonymous letter to Mr. Hasselman, the supervisors, I will give you
their names, Melvin Hoover, car foreman, and the general chairman
of the American Railway Supervisors Association, a fellow by the
name of Lewis, wreck master, Conway Yard; Ben Nadelman train
master; he was since dismissed. Allegedly, he was one with the
gratuities.

Fred Brandenburg, a supervisor, and a fellow by the name of Kelly,
also an officer of ARSA. We have a Jim Trimbetta, a relief wreck
master. This fellow was in the Pittsburgh Sheraton with Milo Shim-
rak. We witnessed him signing the document that this actually exists.

This fellow has a son working there in the engine house, and a daugh-
ter who works there as a clerk. He was told, don’t go to Washington.
So he isn’t here.

Senator McGoverN. What did you do with the information you have
received concerning this alleged mismanagement on the ConRail
system ¢ Did ConRail officials take any action ?

Mr. TerrieGo. My records show, going back to October 13, 1976,
when the incident happened in Buffalo—we met in Philadelphia, and
we screamed about this, and we went over this. And then these invoices,
with the documents, when they sent this letter to Mr. Hasselman——

Senator McGoverN. You say you screamed about it. Do you mean to
the ConRail officials?

Mr. Terrieco. On Tuesday, May 17, 1977, again at Philadelphia,
we sat across from the table from the top officials of ConRail and I
am talking as T am now. When I got done, I gave them all the records,
and I shoved them over to the ConRail side of the table, and T said,
“Clean your house.”

Senator McGovern. Did they take any action ?

Mr. TerriEGO. Absolutely nothing. .

Senator McGoverw. Did you report these matters to the local police
at any time? . .

Mr. Terrieco. My understanding was that ConRail police were in-
vestigating, so we kept hands off. Let them go ahead.

Senator McGovern. We appreciate your testimony. Later today, 1
am going to ask Mr. Sweeney of ConRail to reply. But before we do
that, I have some questions I want to converse with Mr. Morrett.
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As I understand it, Mr. Morrett, you say most if not all of the track
rehabilitation work in the Fort Wayne division isa sham, and that this
situation probably exists throughout much more of the ConRail system.

In effect you are saying that much of the more than 1,000 miles of
track rehabilitated at a cost of some $290 million does not produce
real improvement in the ConRail operations, because the work was
poorly performed ?

Mcr. Morrerr. If I may, Senator, I would like to have Mr. Tom Mec-
Nally up on the stand. He has some expertise and insight in other
areas.

Senator McGovern. Mr. McNally, would you come forward? What
is your office ?

Mr. McNarry. I am a locomotive engineer, stationed at Elkhart, Ind.

Mr. Morrerr. To answer your question, Senator, yes, as our state-
ment reflects. But an example of this is in an area where they put down
this new track, it is now down to 10 miles per hour. When the posted
speeds were at, one time, 50 and 70 miles per hour.

It was an all-out work effort to make this supposedly up to proper
standards, and now it has reverted back to 10 miles per hour. It is
only a 10-mile section, but many more exist. : :

Senator McGovern. Why is that? What is the practice that makes
this ineffective?

Mr. MorgerT. Again, the management wants to go for distance, and
they don’t let the track gangs work at it properly. These men know
what to do, but are hampered 1n their efforts.

Just Saturday morning, there was a wreck, a train wreck, with the
six rear cars derailing, injuring the train crew, although the injuries
were minor. But these areas were supposedly rebuilt last summer.

The wreck was caused by the rail spreading under the train.

Senator McGover~. On newly laid track?

Mr. Morrert. I don’t know if it was completely new, but it was
worked on. This is absurd in our view. Our tracks are slower paced in
some areas. They try to do work in three or four different locations,
instead of one section of concentrated effort.

Mr. Manning has more knowledge, as he is a trainman and sees a lot
more than I do.

Senator McGovern. Could you comment on that, Mr. Manning?

Mr. Max~ine. Exhibit A? points out one example of poor manage-
ment. Qutside contractors were used at a cost of about $2,745. We were
only able to work 1114 hours out of a 36-hour period.

There can be as much as three or four work trains out per week.
Also, while these trains are working, it causes delays of trains from
A to B, because East and westbound have the use of the same track,
while an eastbound or westbound is running from A to B—either is
delayed at opposite ends.

Another area is, when company officials purposely stop the train to
check crew members timetables, operating rule books, and I cannot
remember when Amtrak’s Broadway Limited has been on time.

Other delays come from lack of good locomotives.

Senator McGovern. Can you provide the subcommittee with de-
seriptions of other examples of poor utilization of train and mainte-

1 See exhibit A to Mr. Manning's oral testimony beginning on p. 146.
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nance, which in your view caused waste and unnecessary delays of
trains?

Mr. McNarry. In the locomotive department of ConRail, according
to the statement they gave to Congress in 1977, 5,900 a month were 1In
the shop at approximately 197 units per day, in the repair shop. One
reason is there were no parts to fix the engines.

I have talked to many diesel shop employees, and they cannot get
parts. They have to steal it off another unit, or rig something so the rig
will work.

So part-way down the road, the unit goes to pieces because of the
malfunctioning of a part they put in there that was not supposed to be
on the unit itself.

As high as 2 months have gone by, or more, at one particular diesel
shop, and they did not have light bulbs for the unit to see in the engine
room. This is just one small example.

They cannot get any parts to fix major repairs at most diesel shops
because the companies will not give—they say they cannot get them.
There are no parts. They have to steal or rob them from other diesels.

Senator McGovern. You make reference, Mr. Morrett, in your testi-
mony to excessive expenditures regarding motel accommodations paid
for by ConRail—fees for transporting crews, as well as waste in print-
ing costs.

Can you briefly explain what you are talking about with regard to
those allegations?

Mr. Morrerr. From July 1-to July 22, Mr. Manning and his crew
were deadheaded 1,223 miles in a 22-day period, when there was no rea-
son for it. If they would cooperate or organize their needs for these
crews, it would eliminate them having to be, as we call it, deadheaded.

They used taxicabs. That is the only way they feel they can transport
them. But they have other means of getting them, like Amtrak, or bet-
ter coordination in the moving of the trains.

Senator McGovern. In exhibit A,! you state your crew worked 11
hours in a 3-day period. I think Mr. Manning referred to this with
wages in excess of $1,500. Is that a correct statement. for a 3-day period,
1115 hours work, compensated at the rate of $1,500?

If so, what is the explanation for that ?

Mr. Max~Ning. That is correct. That is $1,500 for train crew members
alori{e, and the M. & W. crew, which operate a 10-hour day, 4 days a
week. :

They make, on the average, $6.50. So for a 3-day period. it was $585.
An outside contractor is guaranteed a 40-hour week at $22 an hour, so
a 3-day period would involve $660, and the total was $2,744 approxi-
mately for 3 days work crew.

Senator McGovErN. But you actnally worked only 1114 hours?

Mr. MannNING. Yes, 1114 out of a 36-hour period.

Mr. MorrerT. This 86 hours, the crew is called by the dispatcher. Due
to ineptness in the coordination in train movement, they were unable
to get out to the work area, or have access to the track. So they were
just sitting on the side track standing still, and that halted the track
gangs from working, too.

! See exhibit A at the end of Mr. Morrett's oral testimony, p, 146.
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They were on duty, but only were productive for 1115 hours.

Senator McGoverN. Gentlemen, I appreciate your appearance here
today, and the testimony you have submitted.

We are under time constraints, but I would like to reserve the right
to follow up in writing if necessary with some further inquiries.

But I do want to give you the assurance of the subcommittee that
your testimony will be given serious consideration, and we will do
everything we can to pursue the questioning and the allegations you
have made this morning.

Mr. Morrertr. I failed to mention that these bills are running $165,000
for taxicabs. I failed to put that in.

Senator McGovern. It is not a small item.

Mr. Terrieco. They have an invoice in Pennsylvania for a taxicab,
$1,006 a day.

Senator McGovern. Thank you.

I understand Mr. Sweeney is here. He is vice president for govern-
mental affairs for ConRail.

Mr. Sweeney, we would be happy to give you an opportunity to tes-
tify. We appreciate your appearing here this morning. You may pro-
ceed in any way you see fit.

STATEMENT OF JOHN L. SWEENEY, VICE PRESIDENT FOR
GOVERNMENTAL AFFAIRS, CONSOLIDATED RAIL CORPORATION

Mr. SweeNEY. Once again, I thank you, Senator McGovern, for pro-
viding ConRail with the opportunity to respond to questions that have
been raised by others. :

I will begin by stating that ConRail accepts the statement of Mr.
Albert A. Terriego as one which is motivated by a good-faith concern
about ConRail.

We welcome information that can help us better manage our efforts
to provide a solution to the Northeast rail problem. Nevertheless, we
must question the manner in which Mr. Terriego has proceeded.

More than a year ago, representatives of Mr. Terriego’s union came
to ConRail and presented essentially the information that is laid out in
a portion of Mr. Terriego’s statement. Qur police department was
directed to conduct an investigation.

The results of that police inquiry were provided to management, and
in turn, our auditing department was asked to follow up on the find-
ings made during the initial police inquiry. I submit the results of that
investigation here. The documents include a summary report of the
complete investigation along with the statements that were taken by
both the police department and the audit investigation unit.

The individuals who conducted this investigation are available for
consultation with members of your staff, and they will be pleased to go
over with your staff not only the contents of the documents I submit
today, but the tape recordings and working papers which are essential
to a complete understanding of these findings but which are too vol-
uminous to transport.

Senator, it is our conclusion that the charges that have been made
by Mr. Terriego cannot be substantiated. He has compiled copies of
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invoices and has also cataloged observations from employees about the
nature of these invoices and if you will forgive me, Senator, those em-
ployees do not see all of the circumstances that have gone into the de-
cisions that have resulted in ConRail’s contracting for wrecking serv-
ices. This leads me to my two major observations.

In 1977 ConRail paid out a total of $8.3 million for wrecking serv-
ices associated with emergencies created by either weather or derail-
ments. This contrasts with the testimony offered by Mr. Terriego in
April, and I quote from his prepared statement, ¢, . . Conrail has ex-
pended more than $200 million of its funds for wreck and derailments
In 1977. . . .” I would also note that apparently Mr. Terriego has had
second thoughts about his April 13 statement. In today’s testimony he
has reduced that charge to “tens of millions.”

However, I would revise my testimony to note that his statement
today, which is somewhat of a contrast with the prepared statement
to the subcommittee, he has estimated that ConRail is giving away
$180 million yearly to outside contractors, when their own employees
could perform the same for $20 million yearly.

I will also submit for the record—and I am sorry it is the only copy
I have, but I will submit a copy of it later—a detailed estimate of the
payments made for contracting services, and out of those contracting
services, which total $14.8 million, the figure of $8.33 million comes for
wrecking and derailment services. '

Senator McGovern. Without objection, the information will be
printed in the hearing record. i

[The following information was subsequently supplied for the
record :] .

MeMoORANDUM, DATED JULY 17, 1978

To-: R. B. Hasselman
From: R. V. Wadden
Subject : Contractors’ Wrecking Service

As requested in your letter of June 15. we have developed three lists for con-
tractors noted by A. A. Terriego in his statement to the Senate Commerce
Subcommittee.

One list shows contractors not appearing in our vendor files during the year
1977. Another list shows the contractors in our vendor files during 1977 with
no payments made during that period.

The third list shows payments made to the remaining contractors during 1977.
Total payments during 1977 were $14.8 million. $8.3 million was noted on the
AD 9728's as incurred for wrecking/derailment service.

Mr. SweeNEY. I think there is an enormous difference between the
testimony which has been given on several occasions as to $180 mil-
lion of wasted funds out of what is alleged to be a $200 million pay-
ment for such services, when the actual figure is $8.3 million.

I would note that similar statements were made about our alleged
payroll deductions. I wish we could find out that by losing $200 mil-
lion in payroll that resulted from the W—2 incidences, and the $200 mil-
lion that we waste by using contractors. It would solve the problems
iillvo]ved in our losing $400 million a year. Unfortunately, neither is
the case.

Senator, we know of no major railroad in the United States that
does not utilize the services of wrecking contractors and the reason this
is done is a simple dollar-and-cents matter. If you review the invoices
attached to the prepared statement that Mr. Terriego has submitted,

o
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you will find an itemized listing of the equipment which is required to
handle such wrecks and derailments. They include cranes of all sizes
up to 100 tons, bulldozers of all dimensions and capacity, front-end
loaders, dump trucks, plant and service trucks, escort trucks, the
trailers necessary to move such equipment, plus other miscellaneous
equipment. .

A wreck or derailment can occur at any place on our system. To
invest in the equipment necessary to handle these wrecks throughout
the 17,000-mile rail system would require more capital investment than
anyone would consider prudent. And this does not take into account the
standby manpower that would be required to be kept on our payroll
to operate this equipment. , :

On any given day, we may have a wreck or derailment at one point
in our system, and the next day a similar occurrence 200 miles away.
On the same 2 days, we may have a similar occurrence on another
far end of the system, and at many points in between both. We trust
the judgment of our managers that it is far more economical to handle
such emergencies as is presently done and we trust that this decision
carries some merit given the fact that the practice is the rule through-
out the rail industry. )

My second observation, Senator, relates to our concern that some of
the reason for our presence here today relates to a continuing dispute
which we have had with Mr. Terriego about another ConRail ac-
tivity. In Mr. Terriego’s April 13 statement to the Senate, he made
substantial reference to ConRail’s decision to obtain freight cars, par-
ticularly the hopper cars in which we carry grain and coal. The largest
number of people represented by Mr. Terriego’s union are employed

<at our shop in Altoona, Pa. For a substantial period of time, the Penn-
sylvania Railroad constructed a number of its own freight cars at
the Sam Rea Shop in Altoona. Mr. Terriego’s union has requested that
we revert to that practice.

There is only one way that we could return to that practice—through
a significantly larger Federal appropriation. At the present time, we
arve purchasing these cars from carbuilders through an entirely pri-
vately financed program. Each of these manufacturers has taken what
amounts to an equity position in the cars that we purchase from them.
That equity position permits us to obtain private financing for the re-
mainder of the cost and we are able to amortize the entire purchase
cost through revenues which these cars produce.

Such a financing program is not available if we were to build these

cars internally. This program has been discussed at length with rep-
resentatives from Mr. Terriego’s union. Yet it is apparent to us that
we have been unable to convince him that this decision is a prudent one
and could only be reversed with the infusion of substantially greater
Federal funding. .
. In conclusion, I would point out that such a funding program would
Increase employment at Altoona, Pa., but would clearly diminish it
in those communities wherein are located the manufacturers from
whom we are purchasing the new freight cars.

Senator, I would add one final note: We did not have available to
us the statements made by the two gentlemen from the Ft. Wayne
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division. I will take that statement and provide detailed responses to
cach one of their concerns.

I would make one observation. I think for anybody who represents
ConRail management to come in and say to you that we have a per-
fect management system that avoids the kinds of difficulties that have
been cited here by the representative of the TWU would be foolish.

We know we have problems. We are trying to work on those prob-
lems. We are totally aware that other railroads which live with the
same work rules that ConRail lives with avoids substantial costs where
we are paying them.

However, I will tell you that there is a substantial effort underway
to correct those problems.

In recent weeks, I have assumed the labor relations role in addition
to my normal function, and I guess I have become particularly aware
of the fact that on a number of occasions I know of, there have been
problems,

I would state to the gentlemen that testified that it is my hope that
we can establish a system of communication for the people who are
affected, namely, those represented by the brotherhood, and that they
will be given every opportunity to air their views; and I trust in every
occasion, we will react in those situations in a positive and affirmative
way.

We are totally aware of the fact that in recent months this railroad
and 1its predecessors have acquired the reputation of being like the
same old Penn Central Railroad, where there is little or no response
to employees’ suggestions.

I cannot vouch for that on a day-to-day basis. A1l I can tell you is
that there has to be improved communication and we intend to set up
a system where that can be established.

Thank you. ' :

Senator McGoverN. Of course, the hearing record will be kept open
to give you a full opportunity to reply to the allegations made by Mr.
Morrett and Mr. Terriego, and others that you say you did not see
before the hearing today.

Mr. Sweeney, although you testified that the charges made by the
Transport Workers Union cannot be substantiated, you must be aware
of a document in part II, of the union’s submission to the subcom-
mittee. :

That document is from the chief mechanical officer of ConRail to all
mechanical officers in the field, in which he complains of excesses in
cost, and the assignment of outside contract personnel and equipment
to three ConRail derailment jobs, which were pulled at random from
a stack of bills, and used as an example of problems which the chief
mechanical officer thought was serious, and required immediate cor-
rection.

Do you think that ConRail’s mechanical officer was wrong in his
concern over this situation, which seems, at least to bear on some of the
concerns that Mr. Terriego and his colleagues mentioned ?

Mr. SweeNEY. No, I do not. I think Mr. Butler is justified in his
comments. When I made the statement about, without substantiation,
I was referring to the fraud, the fringe benefits, the alleged conflicts of
interest.
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We have uncovered in the process of our investigation one positive
case of evidence on that. I would make the observation that we should
not have any. We intend to try to find it where we can, and put it out.

But on the kind of comments that are made, in Mr. Butler’s case,
they have been reviewed by others. There is always a judgment call
on this. What is seen by the chief mechanical officer—who I may add
is no longer the chief mechanical officer—the judgment seen by him
on this subject can have a different flavor when they are viewed by
the track superintendent who called out the crew for the wrecking as
to whether or not he had equipment, and whether.he could have gotten
it to the site, because there are substantial costs attached to every one of
these wrecks, and they can mount up.

It relates to what can happen if piling up of traffic occurs, in delay-
ing trains, jamming up the yards, and so forth.

I have no comment at all on the wisdom of Mr. Butler’s statement,
and I probably would accept a good bit of it. But on the other side,
I would like to see the call of the man who called out the crew.

Senator McGovern. You testified that although the Transport
Workers have projected a figure of “tens of millions of dollars” for
ConRail derailment work, that the railroad’s own figures indicates
that only $8.3 million is paid for such work. '

Mr. SweenEy. I just stated that. :

Senator McGovern. Are you aware that the U.S. Railway Asso-
ciation has determined that ConRail spent nearly $22 million last
year, and if so, what is the explanation between the difference in the
total you report and the other?

Mr. SwreNEY. That is the first time I heard that figure. and we would
have to talk with the peonle at USRA to determine the difference.

Senator McGoverw. I have submitted for the record, and T will be
glad to make a copy available to you, Mr. Sweeney, the U.S. Railway
Association memorandum of April 24 of this year, 1978. It is to Mr.
George Miller from Mr. Frederick W. Yokum, Jr., and it has to do
with the Senate questions concerning ConRail oversight hearings.

They listed the figure at $21.8 million as the annual expenditure
for derailment. - .

Barring objection, it be made a part of the hearing record, and
I will see that you are furnished a copy of it.

Can vou give the difference in the figure of $8.3 and the nearly
$22 million ? T think that would be helpful.

Mr. SweeNEy. We would have to take that document and see what
we can determine.

[The following information was subsequently supplied for the
record :]

UNITED STATES RAILWAY ASSOCIATION MEMORANDUM, DATED APRIL 24, 1978

To: George Miller, USR-2.
From : Frederic W. Yocum, Jr., USR-8.
Subject : Senate Questions—Conrail Oversight Hearings.

This memorandum is a first installment intended to answer some of those
questions raised as a result of the testimony given before the Surface Transpor-
tation Subcommittee of the Committee on Commerce, Science and Transportation,
U.S. Senate on April 13, 1978, The answers to questions 2 and 3 will be forth-
coming,
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Attachment (a) supplies the information requested by question No. 1.

Locomotives are considered non-revenue equipment. As referred to by question
No. 4, the other non-revenue equipment mentioned in Mr. Jordan's statement
consists of cabooses and various items of machinery, such as surfacing, rail laying
and snow removal equipment.

In response to ‘question No. 5, here is a rundown of the total derailment costs
by quarter:

1976 :
2d quarter _________ — - ———- $8,017,191
3d quarter _ 7, 668, 916
.4th quarter _________ —— ———— 6,847,813
1977
1st quarter __._____ ——— 9, 931, 833
2d quarter_ . ____________________ - 6, 074, 397
3d quarter______________________ — —— 4, 920, 330
4th quarter-_______________ _ 9, 346, 496

During the year 1977, total ConRail expense in ICC account No. 415 (clearing
wrecks) was $21.8 million of which approximately $12.7 milion was paid to
outside contractors, meaning that approximately $9.1 million was paid to its
own employees. Members of ConRail’'s management have expressed the opinion
that the percentage of money paid to outside contractors during 1977 was too
high and that the current review and changes in procedures currently being
considered by ConRail will lead to a substantial reduction in the percentage of
this money which is paid to outside contractors. ConRail's Division Superin-
tendents are supervised by General Managers. Each Superintendent (24) reports
to one of seven General Managers. An eighth General Manager handles passenger
service in the New York area exclusively. A ConRail Division Superintendent
does not have complete control of the arrangements with regard to the clean
. up of derailments. Both the speed and cost of derailment clean up is monitored
by the General Managers.

In turn, the Senior Vice President of Operations monitors the performance
of each General Manager in this regard. In determining the method of cleaning
up derailments, ConRail supervisors must consider a number of factors such as
the nature of the track blocked, alternate routes, hazardous commodities in-
volved, volume of expected business as well as lowest cost for the clean up itself
in determining the method (s) to be used in restoring service.

Question No. 7 is answered by attachments b and .

" Question No. 8 is answered by attachments d and e.

If any of these answers raise further questions or if you desire any other
information, please advise. |

Question 1—ConRail’s velume by quarters since April 1976: A carload; B. By
coal as a percent of gross revenue and net income.,

Attachments,



Attachment A

A. CONRAIL'S TOTAL CARLOADS, GROSS SYSTEM REVENUE, COAL CARLOADINGS, GROSS REVENUE FROM COAL, AND COAL AS A PERCENT OF TOTAL CARLOADS AND TOTAL GROSS REVENUE BY

QUARTER SINCE APRIL 1976

Quarter—
1st 2d * 3d 4th Annual total 1
Carload Revenue Carload Revenue Carload Revenue Carload Revenue Carload Revenue
Year (thousands) (millions)  (thousands) (millions)  (thousands) (millions)  (thousands) (millions)  (thousands) (m:llions)
1976:2
A Totals 1,440 $694.4 1,349 $667.7 1,356 $666.7 4,165 $2,028.8
B.Coal . ____________ T 259 $91.2 224 $81.9 266 $93.3 749 $266. 4
C. Coal as a percent of:
L Totalcarloads_ .. ___________________________________ 18.0 . 6.4 _______..____ 19.6 . _____ 18.0 . _.______
1977 2. Total gross revenve________________ "R T 131 . 123 . 140 ... 13.1
A Totals.._...____________ 1,171 $609. 1 1,399 $734.6 1,285 $681.2 1,273 $681.6 5,138 $2,706.4
Coal..________________..____ 210 $75.7 264 $99.1 233 $90.5 234 $89.3 940 $354.6
C. Coal as a percent of:
L Totalcarloads.___._________._ 17.9 ______________ 189 18.0 . ________ 18.4 ____________ 18.3 (...
2. Total gross revenu 124 ... 13.5 .. 13.3 .. e ) & 2 S, 13.1

1 Annual totals may differ from sum of quarters due to rounding.

2 Conrail began operations Apr. 1, 1976. No 1st quarter data available for 1976. Annual totals for

1976 are sum of 9 months (April-December).

Source: Interstate Commerce Commission; Quarterly Report of Freight Commodity Statistics.

091
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B. CONRAIL'S NET LOSS FIGURES BY QUARTER SINCE APRIL 1976
[Net loss (millions))

Quarter 1976 1977
$207.6

27,
54,7
76.8
366. 6

Note: Annual totals may differ from sum of quarters due to rounding.
Attachment B
HEAVY CAR REPAIR PRODUCTION RECORD
Revenue Nonrevenue
Month—1976:
April 1,028 151
May. . T 894 261
June.. - 1,088 117
July. T 838 122
Avgust________________ 794 81
September. . ____ 888 79
October____. 1,031 89
November. .. 1, 036 34
December. .. I 1,015 27
.......................... 8,722 961
_________________ 855 21
990 16
1, 352 18
1,167 21
984 209
1,058 206
801 36
______ 1,116 50
September. 837 88
October.___ 915 58
November. 770 52
December___.________ 687 121
Total, 1977___________ 11, 562 896
Month—1978:

Janvary_.._____ 990 23
February_..____ 997 12
Total @mo1978). ... 1,987 35

Note: ConRail’s Altoona Car Repair Shop record of production for new cars and repairs for 1976 and 1977.
No new cars have been constructed at Altoona.
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Attachment C
ALTOONA MEDIUM CAR REPAIRS

Revenue Nonrevenue

Month—1976:
April

Total, 1976
Month—1977:

Total, 1977 e 982 1

Month—1978:
JAMUANY e

Attachment D

CONSOLIDATED RAIL CORPORATION—MAINTENANCE OF EQUIPMENT (BAD ORDER AND OUT-OF- SERVICE
EQUIPMENT RATIOS)

[In percent}

Freight cars Cabooses Locomotives

Over or Over or Over or

(under) (under) (under)

Month 1977 1976 1976 1977 1976 1976 1977 1976 1976
January ... ... O . WY . 283 .
February 0 o WY 0 227 e
March. _ 0 166 o 2L .
April_ 1.3 13.2 1.1 18.2 3.2
May._ 145 137 .8 17.0 1.7
June.. 14.8  13.3 L5 18.3 .4
July_ 149 135 1.4 18.8 1.0
August__ 147 13.3 14 19.8 ()]
September. 15.0 13.8 1.2 19.3 .7
October.___. 15.2  14.4 .8 19.6 7
November. 15,6 13.8 1.8 19.0 1.8
December_..__...___._....... 15.6 13.7 1.9 20.5 2.3
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Attachment B

CONSOLIDATED RAIL CORPORATION—MAINTENANCE OF EQUIPMENT (BAD ORDER AND OUT-OF-SERVICE
EQUIPMENT RATIOS)

, fIn percentj
Freight cars Cabooses Locomotives
Over or Over or Over or
(under) (under) (under)
Month 1978 1977 1977 1978 1977 1977 1978 1977 1977

Janvary_________________._... 15.8
February. ... .. .. _______

November . _ LI
December_.. . .. ...

Senator McGoverN. You recently responded to some of the Trans-
port Workers’ charges in a letter to the Senate Commerce Commit-
tee. And in that letter, you state that ConRail’s own records-prevail,
and some of the substances of the allegations simply cannot be
determined.

What have you done in the meantime to clarify those records so that
you feel you can be here today to give us definitive answers?

Mr. SweeNEY. I think you will find them in the answers that we have
put in that document. We had our auditing department go back and
review and take tape-recorded interviews with the people that were
involved in the decisions that are involved here. The result is

Senator McGover~. You provided us with voluminous documents.
I have to tell you, and I think you can understand, that I have not
had a chance to review all of that documentation; but it is very sub-
stantive, and we only got it shortly before the hearings. o

But I am advised by the staff, Mr. Sweeney, that there are clear
contradictory positions with regard to that submitted by Mr. Ter-
riego and ConRail’s answer, particularly as it relates to the allegations
of fraud.

You have tape-recorded statements alleging that these practices
did not take place, and Mr. Terriego has eyewitnesses saying they did.

I think our only recourse is to turn these over to the Justice De-
partment and the ICC and the U.S. Rail Association. [ Applause.]

I have to remind our guests that the rules of the subcommittee do
not permit or allow applause or protest. We have to maintain order
in the room.

But T do think where you have clearly contradictory positions, it
is really the province of the Justice Department.

Mr. SweeNEY. We would welcome that look.

Second, I would point out that in his prepared statement Mr.
Terriego stated that what he was citing as a fine statement is pre-

cisely the statement that I have submitted.
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Senator McGoverN. In your letter to the Senate Commerce Com-
mittee, the letter I just referred to, you state that statements taken
by ConRail employees support, in part, some of the union’s charges.

In light of your statement here today, how do you explain that?

Mr. SweeNEy. That is no question:

Senator MoGovern. You have no doubt that there is some
wrongdoing ? '

Mr. SweeNey. No question. We do think, however, that there is
enormous contradictory testimony.

Senator McGoverN. You have also stated that it would not be
prudent for ConRail to purchase its own rigging and rerailing
equipment.

USRA has determined that such purchases would cost approxi-
mately $30 million. Why would it not be prudent—and I ask this as a
point of information—to purchase, a good portion of this equipment,
when the indications are that it would pay for itself in a couple of
years’ time?

Mr. SweenEy. I think primarily for several reasons. $30 million, we
do not believe, would guarantee coverage. We believe we would still
have to come to Congress. ’

The primary reason is that if you purchase all this equipment, then
you have to man them yourselves. These are emergency situations that
are occurring on periodic bases. To keep that kind of standby force
would be prohibitively expensive in terms of additional labor costs.

Senator McGovern. To go into that matter on the specific incidences.
that Mr. Terriego raised concerning the Conway yard, would you ex-
plain to us how ConRail was able to determine that the union’s charges
are invalid ¢

Mr. Swrenzy. I think a perusal of the statement we submitted indi-
cates that that claim was indeed invalid.

Senator McGoverN. In order words, you deny the charge that $91,000
was paid for a piece of equipment that was not in fact used ?

Mr. Sweeney. Let me put it this way: There is not anybody that T
would describe in top management who makes these decisions but we
feel that where we have conflicting testimony one side of that conflict-
ing testimony should be given more credit than the other.

There is substantial evidence that the crane was in use by people in
charge of it. So we have to assume that their testimony is valid.

Senator Mc&iovern. Even though it conflicts directly with the union
officers’ testimony ?

Mr. SweeNEY. Yes.

Senator McGover~. These are matters that we will have to pursue
further. But I think it is clear from your testimony here today, Mr.
Sweeney, that you are not denying all of the charges, but that they
have, in some cases, been exaggerated ; but admittedly, there is some
fraud and mismanagement allegations that are true.

Mr. Sweengy. I will make the one admission that we did discharge
a man because we found that he had accepted what is described as
fringe benefits.

Senator McGovern. As I indicated to the previous witness, we may
want to follow this up with questions in writing. But that is all that
time permits us for today.
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Thank you.

Mr. Sweeney. Thank you.

Senator McGoverN. Mr. Sweeney, before you came in the room,
Senator Javits got a unanimous consent request to submit questions
to you for answers in writing.

Mr. SweexEey. Fine.

Senator McGoverN. We turn now to the second part of our hearing
this morning, which is a look at the larger problem of the railroads
as a whole.

We have two expert witnesses who are here to testify on those
matters.

I would like to call Mr. Arthur Grotz, transportation consultant, and
Mr. Clifford Worth, general traffic manager of Westvaco.

Mr. Grotz and Mr. Worth, I think we will let each of you proceed
with your testimony, and then after you have finished, we would like
to question you.

STATEMENT OF W. ARTHUR GROTZ, TRANSPORTATION CONSULT-
ANT, BALTIMORE, MD.

Mr. Grorz. Your invitation to testify at this hearing suggested
that T address ways in which National Railroad Policy should
promote initiatives by government, management and labor to
improve labor productivity and railroad operating efficiency as well
as rate and regulatory flexibility. In addition, you invited my view
as to whether the thrust of National Railroad Policy should be
toward a greater role for government in the operation of railroads
or toward revitalizing the rail industry wholly within the private
sector.

As background for my response, I urge that the Congress view
railroads not as a distinct industry but as an indispensible part of
the Nation’s total transportation resources. Transportation spending
for equipment and services is said to be 20 percent of the gross
national product. Railroads are a minority among thousands of
public and private carriers of all modes that everywhere compete
for freight and passenger movement. ' ‘

This intense competition is conducted moreover under greatly
varying regulations, from highly regulated railroads to largely
unregulated transportation of agricultural commodities and bulk
cargoes by other modes of agricultural commodities and bulk cargoes.

From the ownership and maintenance by railroads of rights-of-
ways to the use without cost by waterway operators of ways pro-
vided by government.

I respectfully submit that most of the railroads’ problems stem
from inadequate earnings aggravated by the fragmented Federal
role in transportation. The rate of return on railroad investment
has been as high as 3 percent since 1966. In 1977 it was only 1.26
percent. The reason is not that there is not enough traffic for the rail-
roads. It is that transportation has proliferated under various govern-
nﬁsnta(lipolicies, so there is not enough traffic for efficient utilization of
all modes.
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In December 1977, the Senate Committee on Governmental Affairs
published a study on Federal regulation. I commend to your sub-
committee its excellent chapter on “Transportation Regulation,”
of which the first conclusion states, “A unified, logical, comprehen-
sive and equitable national transportation policy is the essential
with your testimony, and then after you have finished. we would
prerequisite for an effective transportation regulatory system.” The
policy should establish national goals and priorities for Federal
responsibilities in transportation.

In my opinion, no development in transportation would be more
reassuring to the vast majority of shippers, investors, management,
labor and the American public than the early enactment of such a
policy. I recognize that there are vested interests in some areas of
transportation that regard any change to be a threat to their inter-
estls_. Obviously, these interests must be fairly provided for in a unified
policy.

Pursuant to such a policy, the Federal programs dealing with
transportation should be coordinated by the Secretary of Trans-
portation. The unified transportation budget recommended by Sec-
retary Adams, by his predecessor, Secretary Coleman, and by the
Senate study above referred to, should be adopted to help achieve
‘equity in Federal spending among competing transportation
programs.

Long range, intercity planning of transportation needs and
resources on a coordinated basis should be promptly initiated. Its .
full implementation may take decades.

Consider, for example, the replacing of railroad rolling stock and
terminals, which have long lives. But this is an added reason for
getting started now.

Federal planning should be conceptual but forceful, leaving the
practical application to be worked out by affected private interests.
Obviously, planning must be a continuous process, and have the
flexibility to accommodate unforeseen shifts in demand, energy
availability, and technology.

The transportation policy I have described would go a long way
toward creating the favorable regulatory atmosphere needed for the
development of balanced and better transportation. The role each
mode would play would depend to a greater extent than at present
on an objective evaluation of the contribution it can be expected to
make to the national well-being, under evolving conditions. Trans-
portation executives would be freer to innovate in service, efficiency,
interroad coordination, and intermodal development. Investors
would be encouraged to provide capital for the new facilities justi-
fied by the magnitude of the market for transportation. The public
would benefit from higher standards of service and more rational
allocation of Federal funds.

My emphasis on policy reflects my conviction that a unified trans-
portation policy and budget are essential to the acceleration of the
railroad initiatives to which your letter of invitation specifically
referred.

The promotion of initiatives, whether by government, manage-
ment, or labor—hopefully by all three—is basically a matter of
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psychology. Initiative is defined as the taking of the first step
toward change. It requires a subjective conviction that the change
will be beneficial and that it has the probability of success.

It also requires motivation—getting off dead center. While a sense
of achievement motivates some people, and more certain motivation
mvolves financial rewards or advances in grade for the attainment
of higher goals, and in the case of labor, the expectation of a fair
share of savings.

Incentive plans are widespread among private managements.
While similar plans may not be feasible in government, some degree
of recognition for innovators in governmental agencies is vital for
maximum performance. The interest of private enterprise in employ-
ing proven innovators has brightened the prospects of their future
employment in industry. Government must meet this challenge.

A major deterrent to innovation is the fear of incurring the dis-
pleasure of a superior. Provisions for sharing in credits and rewards
between innovators and their superiors must be clearly stated by
government and industry.

The promotion or stifling of railroad initiatives is profoundly
affected by the way in which railroads appear to be regarded in
Washington. Several recent events seem to indicate a more positive
Federal attitude toward the rail industry. While much more must
occur to establish a favorable trend, it is appropriate to recognize
the following events:

The evidence of Federal conviction of the need for railroads
shown by the creation of ConRail and appropriation of funds to
meet its initial deficits and rehabilitation; ‘

Other provisions of the 4-R Act of 1976;

Self-examination by the Interstate Commerce Commission and
its awakening to the need for expedition in rate and other pro-
ceedings;

Initiatives of the Federal Railroad Admiinstration and of the
Rail Services Planning Office of the Interstate Commerce Com-
mission as to merger criteria and offers of assistance in railroad
restructuring ;

FRA’s operating and intermodal studies, its railroad testing at
Pueblo, Colo., and its contribution to improving management in-
formation systems and equipment utilization ; and

Pilot experiments financed by Government in modifying labor
seniority districts and rules, as a means of improving
performance.

Stimulated by the modest increase in confidence stemming from
such events, there is an increase in railroad innovation, particularly
in respect of mergers and intermodal service. Innovation can be ac-
celerated by further evidences of Federal interest, such as these hear-
ings by your subcommittee, and, most importantly, by enacting a
unified policy.

Your invitation requested also my views on whether the thrust
of national policy should be toward a greater role for Government in
the operation of railroads or toward revitalizing the rail industry
within the private sector.

Should Government at some future time acquire the rights-of-way
of one or more railroads, it is my view that such ownership should be



168

passive. I am firmly of the opinion that the continued operation of
railroads as competitive, private, for-profit enterprises will best serve
the Nation. A

Private enterprise has demonstrated beyond doubt its capacity for
effective use of capital and manpower. The potential for increasing
meager railroad profits under more equitable regulation and promo-

‘tion will stimulate faster and more dependable service—dollar-for-

dollar—than under Government operations. Government is simply not
suited to the competitive or crisis decisions so common to railroading.

Moreover, a Federal takeover of railroad operations on any ex-
tensive scale would irreparably damage the American political philo-
sophy of private enterprise. It would be a giant step toward socialism,
which could be cited as a precedent for future incursions by Govern-
ment into such activities as banking, communication systems,
and insurance.

In preserving private operation in an industry as disturbed by in-
adequate earnings and bankruptcies as has been the railroad industry,
Government has a significant role to play in restoring the confidence :

Of labor in the aggregate job opportunities of an improving rail-
road industry and in federally aided programs to retrain and place
personnel displaced by technological advances in the art of rail-
roading, as in the case of smaller train and engine crews, or by
railroad restructuring; '

Of management in access to Federal financial aid in track and
equipment rehabilitation and in meeting the social costs of un-
available personnel separations consistent with national trans-
portation goals; and

Of investors in their reasonable expectation of a fair return on
investment. In this connection, I suggest consideration of ways in
which tax incentives roughly equivalent to those which have made
the financing of railroad rolling stock attractive to investors may
be extended to the financing of fixed assets. The capital needs of
railroad plants are currently at least as great as those of
equipment.

Senator, and subcommittee members, this concludes my direct testi-
mony. I compliment you on the timeliness of these hearings.

Thank you very much.

Senator McGover~. Thank you very much, Mr. Grotz, for your
testimony. It is a thoughtful statement, and we appreciate your being
here for it. : .

We turn now to Mr. Worth. You may proceed in any way you wish.

STATEMENT OF CLIFFORD L. WORTH, GENERAL TRAFFIC
MANAGER, WESTVACO, NEW YORK, N.Y.

Mr. Worta. My name is Clifford Worth. T am general traffic mana-
ger of Westvaco, a manufacturer of paper and kindred articles. Sales
last year were over $1 billion and the annual transportation bill is
about $100 million. o

During the past several years, there has been a significant diversion
of traffic—in my company, in the paper industry, and in industry
in general—from rail to truck. The facts have been presented very
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carefully, and I think quite thoroughly, to railroad senior manage-
ment and to their traflic and operating officers. They are fully aware of
what has happened—and is now occurring—and have some under-
standing of the reasons. But, the critical steps needed to bring about
a major reversal of the trend do not occur. -

In considering this unfortunate situation many thoughtful indus-
trial traffic executives have come to realize that the subject of railroad
labor productivity is at the very core of the list of Teasons why the
diversion trend continues and is at the very root of the problem of
the gradual deterioration of the Nation’s railroad system. This, in turn,
led to the formation of a totally unstructured project carried on most
informally by an ad hoc group of about 80 industrial traffic managers
from widely differing companies and geographically located through-
out the country. .

In our own limited way, we sought opportunities to communicate
directly with railroad labor leaders—usually in company with railroad
management people—and to attempt to convey to them, one, the rea-
sons why the volume of rail traffic is declining to the jeopardy of their
own livelihoods and the people they represent, and two, the link
between these reasons and the subject of rail labor productivity, and
three, to attempt to interest them in making changes in their own way
and in their time of work rules, customs, practices, and traditions so
as to create new levels of rail labor productivity in their own self
interest.

My personal participation in this effort has been most interesting
and included many such discussions. In none of them did any rail labor
leader or management executive express any resentment about our
presentations. In fact, I have been invited to return several times for
further communications.

Our little ad hoc group will probably never know the results of our
efforts, and whether or not we did, in fact, have any impact on either
rail labor or rail management thinking. But, we certainly tried to the
extent of our limited capabilities and time.

I was delighted to be invited to participate in this hearing today,
because it provides an opportunity for me to tell you directly what we
have been presenting to rail labor and management leaders. It may
well work out that you will then be able to see first hand that these con-
cepts are critical to any real and long-lasting solution of the railroad
problem. And later, I will offer some ideas and suggestions for legisla-
tive consideration.

The list of causes for the demise of Penn Central and other Eastern
bankrupt railroads and of the Rock Island and Milwaukee and for the
general deterioration of most rail service is long, varied, complex, and
subject to much argument. But, right at the top of the list is the simple
fact that there just isn’t enough freight to support the rail system as it
is now constituted. And this is despite the vitality and vigor of the
economy as a whole.

Great attention is given to proposals for mergers, consolidations,
track abandoment. and creation of new “ConRails” and even the spec-
ter of nationalization. But none of these can ever be a permanent solu-
tion unless there is the volume of freight needed to support it. And that
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will not come so long as railroads offer services that shippers do not
want and at prices that shippers are not willing to pay.

Some idea of the extenc of the traffic loss is afforded by exhibit 1*
which I have attached to my statement. Despite rate increases of 56.9
percent, rall revenues have increased only 47.8 percent. The clean cut
explanation is a decline of 1,600,000 carloads of freight per year. As
a corollary, rail employment is down by 61,000 people. )

I realize very keenly that the diversion of trattic from rail to truck
reflected by this data is caused by literally thousands of day-to-day
operating decisions ot people like me and our staffs as to whether some
particular quantity of freight is to move by rail or by truck. But no
matter what the specitics may be, all of these reasons fall into three
precise and easily identitied categories. They are: One, unreliable
and erratic transit performances; two, inadequate car supply; and
three, noncompetitive pricing—freight rates.

I will develop each of these separately, from the standpoint of
ordinary carload freight movements as contrasted to the circumstances
involved in huge concentrations of freight that move in unit trains,
and the like.

Between any two railroad stations between which there is a large
repetitive movement of freight, there is always a range of transit
performance. The more terminals a car may pass through enroute,
the greater the variation, the unpredictability, and the unreliability.
As indicated in my attached exhibit 2, a few cars make the trip in a
short time, and the number of cars which take longer rises to a peak
which ultimately declines to that one final car that seems to take
forever.

Typically, the variation for a specific repetitive movement may be

from 4 to 11 days. The practical outcome is that rail service is a viable
shipping alternative only for merchandise going into storage or inven-
tory and cannot be used successfully whenever there is any type of
delivery urgency. And as rail service deteriorates as it has over the
past 7 years, the number of even those opportunities progressively
diminishes as industry comes to reckon with inventory costs and with
customer pressures to order and expect delivery of only the quantities
needed for current operations. Rail is just not a practical choice when
any kind of delivery constraint exists in the underlying commercial
transaction.
) Thp second p(_)int on my list was car supply. While this testimony
is being offered in the context of car supply for commercial transpor-
tation usage, there is an even larger overtone. As a nation we face
a critical shortage of rolling stock. There just is not enough equipment
available to care for industry’s needs; let alone those of national
defense.

I can state here unequivocally that not one of Westvaco’s numerous
plants, mills, factories, or other shipping points receives all of the
empty cars it wants all of the time. Not one, T cannot, even say that
most of the plants receive most of the cars they need most of the time.
Car supply is the one most irksome, aggravating, and frustrating
problem faced by an industrial traffic manager.

1 See exhibits 1-6 at the end of Mr. Worth’s oral testimony beginning on p. 174.
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The result is that the certainty of the availability of trunk equip-
ment weans away from rail enormous quantities of business which
quite ordinarily and logically should have been shipped by rail.

Now, let me refer to the third item of rail disability—freight rates.
In the 1960’s for the most part truckload freight rates were consider-
ably higher than the corresponding rail rates. Industrial traffic man-
agers could make rational choices. You pay low rates and get slow and
uncertain rail service; you pay high freight rates and secure “pre-
mium” truck service,

As a result of rail rates having been increased since those daysat a
much more rapid pace than the rates of companies which specialize in
truckload transportation, more and more current truckload rates are
at levels that are below—or are at—or are but slightly higher than
the corresponding rail rate. Today, when such a balance exists, there
isno choice. : '

Put somewhat differently, there are enormous quantities of freight
which are now entirely economic to move by truck that never would
have been in that position a few years ago. This circumstance is pic-
tured in my exhibit 8. What is needed now are rail rate reductions to
restore a competitive balance—not further self-defeating increases.

When all three of these factors I have been describing are con-
sidered together, you can better understand why the man who fills out
the bill of lading and the man who directs how shipments are to move
are forced to make more and more decisions in the direction of truck

_and away from rail.

Underlying each of these three groups of railroad disabilities are
numerous causes and subcauses and contributory factors, all of which
get a lot of publicity and study and sometimes action. But the root
cause common to all receives little, if any attention. It is the subject of
railroad labor productivity. Please allow me to demonstrate :

STABILIZING RAIL TRANSIT PERFORMANCE

Rail management niakes no bones over openly stating that in order
for railroads to survive, labor costs for train crews must be reduced.
This is accomplished by running fewer trains, but with each contain-
ing more cars. This, in turn, leads to schedules that do not meet and
to monumental delays in terminal yards, which, in turn, result in the
present uncertainty and unpredictability of transit performance
-shown in exhibit 2, attached.

A clearer understanding of what is involved here will probably
follow from a brief explanation of how freight actually moves from
one place to another. Please refer to my attached exhibit 4. This crude
drawing is supposed to represent the way a railroad or a group of rail-
roads looks to a shipper. Each of the little circles represents a terminal
p}?int, and the lines are intended to indicate the trackage that connects
them.

I want to describe a theoretical movement of a carload of freight
from Point A to. point B. The freight does not move directly from
point A to point B. It moves first in 2 “way train’ to one of the termi-
nals on either side of the shipping point depending on whether that
day’s way train happens to be going one way or another. And at the
first terminal the car is held, switched from track to track, classified,

44-399 0 - 79 - 12
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and 19 given minor repairs and eventually is placed on a hold track to
awalt the accumulation of enough cars to justify a trip to the next
terminal. '

Then, when the car gets to the second terminal it is switched out of
the inbound train, classified, shuttled around, put on various tracks
and eventually assembled into a train to move to the next terminal,
and the next, and the next. The movement of the car from point A to
B really represents a series of rather convulsive jerks from one place
to another with long pauses in between.

If, in the roulette wheel of fate, a particular car happens to land
at each one of the terminal points at an optimum moment to meet an
outbound train from that terminal going to the next one on the route,
then the car will move through—swish.

That will be the shipment that has the 4-day transit performance.

On the other hand, if a car is one, which by the roulette wheel of
fate, happens to sit at every one of those terminal points awaiting
whatever, then it will move in a pattern that will result in the 11 days
of transportation. AN railroad freight falls some place along that
bell-shaped curve of transit performance mentioned earlier.

The establishment of predictability and reliability lies in rail labor
coming to understand that productivity improvement is required so
as, (a) to allow shorter trains to be run more frequently and for the
cars to be processed more rapidly in terminal yards; and (b) to allow
deferred track work and other maintenance to occur at costs that can
be financed which, in turn, will speed the movement of freight.

Improving car supply: All of the factors that relate to the delays
which now occur with loaded car movements apply with equal force
to the movement of empty cars. Improvement of labor productivity
1s as much or more of a factor in assuring an adequate supply of cars
as dollar investment in new equipment.

The fact is that most freight originates at locations far removed
from the places where loaded cars terminate. It is a key part of the
railroad system to move vast numbers of empty cars for long distances
to the site of the next load.

Labor productivity changes that will hasten that process are a
critical necessity. Also, monumental numbers of railcars sit idle be-
cause management cannot finance needed repairs. Improved shop labor
productivity would alter this situation and quickly make available a
“new” fleet of needed cars out of literally miles of out-of-service cars
now held on storage tracks.

Freight rates: The only way that rail freight rates can be reduced
to levels which are truck competitive—and will thus reattract traffic to
rail, as shown in my attached exhibit 3—is by internal reductions of
operating costs. And these will only come from rail labor productivity
improvements. . .

I am quite confident that Congress cannot successfully legislate rail
labor productivity improvements. Nor can this goal be achieved by
order of the Department of Transportation, or the Interstate Com-
merce Commission.

Nor will creation of new “ConRails,” merging railroads, abandon-
ing lines, creating national railroad systems, restructuring, subsidies,
or even nationalization keep the American railroad system going un-



173

less these actions are supported by significant rail labor productivity
1Improvement.

The only real answer lies in the direction of a process of education
and enlightment so that rail labor, from the man with his hand on
the throttle to the national leader of his union will come to see that
their own self interests lie in improving their own productivity. Simi-
larly, rail management from the straw boss of the track maintenance
crew to the chief executive officer, must come to realize that confronta-
tion and compulsion will not produce the essential results.

This task is exactly what my efforts and those of my ad hoc shipper
friends have been directed toward. Exhibit 5 attached, refers to but
two of the many communications sessions which have been held. Its
purpose is to show our efforts to reach the top key rail labor and man-
agement leaders in addition to those on many individual railroads.

But this project is too big and too vital for Congress to leave in the
hands of any single small group such as ours. Ample evidence of the
significance and importance of the subject of improving rail labor
productivity from impartial, unbiased, and prestigious sources is in-
cluded in the quotations reproduced in attached exhibit 6.

This, then, brings me to the conclusion of this presentation and to
the point of offering ideas and suggestions for legislative
consideration.

Overall, the Congress should support well-conceived programs of
the Department of Transportation and the Interstate Commerce Com-
mission which will directly address the three deficiencies of current
rail transportation: (a) unreliable and erratic transit performance;
(b) inadequate car supply; and (c) noncompetitive pricing—freight
rates.

Specifically, a means should be developed to supplement the tradi-
tional approaches to these subjects with a process of communications
and education so as to encourage rail labor and management to volun-
tarily agree to changes that will have affirmative impacts. Indeed,
unless this is done, there is no way this subcommittee can reach its
objective of finding “which way isup.” '

The Congress s%ould specifically stress the national defense conse-
quences of not facing up to this challenge. Our Nation would be in
dire straights, because of the demise of the rail system, if during a
national emergency we could not move men and materials and still
keep the esssential economy running.

What is so clearly needed is legislation that, one, will firmly place
responsibility on rail labor and rail management to move ahead and
find voluntary agreement on a wide range of significant productivity
improvements, and two, will provide the basis for aid and encourage-
ment of this process by innovative continuation of the kind of dialog
that has been started.

Senator McGovern. Thank you very much, Mr. Worth, for your
fine statement.

[ The exhibits attached to Mr. Worth’s statement follow :]
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EXHIBIT I

SELECTED RAILROAD STATISTICS(l)

1. FREIGHT REVENUE

1976 $17,422,405,000
1971 11!7861064!000
Increase $ 5,636,341,000 (47.8%)

2. FREIGHT RATE INCREASES (1971-1976):

Approximate
ICC Designation Amount ! Effective Date

X-265 6% 11/20/70
X-267 3% 4/12/71
X~-281 3% ’ 10/23/32
X-295 3% : 8/19/73
X-299 2.8% 3/16/74
X-303 - 4747 3/9/74
X-305 10% 6/20/74
X~310 7% 4727715
X-313 5% 6/20/75
X-313 2.5% 10/11/75

Cumulative Total Effect 56.9%

(Note: 1976 Freight Revenue would have been $18,492,234,000, a difference
of $1,069,829 if the full increases had been achieved over 1971.)

3. REVENUE CARLOAD INGS

1971 25,265,569
1976 23,638,376
Down 1,627,193

4. NUMBER OF EMPLOYEES

1971 544,333
1976 482,882
Down 61,451

(I)Yearbook of Railroad Facts -~ 1977 Edition
(Economics and Finance Department, Association of American Railroads)
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EXHIBIT 2

RATLROAD TRANSIT PERFORMANCE

Number of Carloads ——3-

Days of Transit Time sm=—im
(4)
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EXHIBIT 3

RAIL VS. TRUCK FREIGHT RATES

Rate Increases of

approximately:
90% - East
83% - MWest
73% - South
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EXHIBIT 4

HOW FREIGHT MOVES THROUGH

THE RAIL SYSTEM
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EXHIBIT 5

REFERENCE TO SELECTED "AD HOC" PRESENTATIONS TO
NATIONAL RAILROAD LABOR LEADERS

March 10, 1977 (Railroad Industry Labor - Management Committee - Washington, D.C.)

Attendance List:
UNION REPRESENTATIVES

Mr. A. H. Chesser
President
United Transportation Union

Mr, ..aes E. Yost

President

Railway Employees Department,
AFL-CIO

Mr. Harold C. Crotty
President
Maintenance of Way Employees

Mr. Fred T. Knoll
International President
Brotherhood of Railway,
Airline & Steamship Clerks

Mr, Donald S. Beattie

Director, Governmental Affairs

Railway Labor Executives
Association

Mr. James R. Snyder
National Legislative Director
Unted Transportation Union

RAILRAOD PRESIDENTS

""AD HOC" SHIPPER
GROUP

Mr. L. Stanley Crane
President
Southermn Railway System

Mr. John Reed
President
Santa Fe Railway Company

Mr. Richard D. Spence
President
Consolidated Rail Corp.

Mr. Louis W. Menk
Chief Executive Office
Burlington Northern

Mr. John P. Fishwick
President

Norfolk & Western Railway

Company

Mr. John C. Kenebick
President
Union Pacific Railroad

Mr. William H. Dempsey

President

Association of American
Railroads

Mr. J. R, Scoggin
Vice President, Traffic
Peavey Company

Mr. John H. King
Director of Transportation
Georgia-Pacific Corporation

Mr. A. P. Davis, Jr.
Assistant Vice President
Carnation Company

Mr, Clifford L. Worth
General Traffic Manger
Westvaco



EXHIBIT 5 - Continued

July 6, 1977 (Railway Labor Executives' Association - Chicago, Illinois)

Attendance List

UNION REPRESENTATIVES

Mr. A. H. Chesser
President
United Transportation Union

Mr. H. C. Crotty
President
Maintenance of Way Employees

Mr. D. S, Beattie

Director, Governmental Affairs

Railway Labor Executives
Association

Mr. B. C. Hilbert
President
Train Dispatchers Association

Mr. 0. W. Jacobsen
President
Railway Carmen

Mr, A, T. Otto
President
Yardmasters

Mr. Andrew Ripp

Vice President

International Brotherhood of
Electrical Workers

Mr. J. F. Peterpaul
Railway Labor
Executives Association

Mr. J. E. Yost

President

Railway Employees Department,
AFL-CIO

Mr, Fred J. Kroll

international President

Brotherhood of Railway, Airline
and Steamship Clerks

Mr. F. Ferlin

President

Railway and Airline -Supervisors
Association

Mr. J. F. Sytsma
President
Brotherhood of Locomotive Engineers

Mr. J. C. McNamara
President
Firemen and Oilmen

Mr. R. T. Spann
Director of Railroad Division
Boilermakers and Blacksmiths

Mr. C. J. Chamberlain
Railway Labor
Executives Association

Mr. C. M. McIantosh
Railway Labor
Executives Association
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EXHIBIT 5 - Continued

"AD HOC" SHIPPER GROUP

Mr. A. P, Davis, Jr. Mr. J. R. Scoggin
Assistant Vice President Vice-President, Traffic
Carnation Company Peavey Company

Mr. C. L. Worth
ceneral Traffic Manager
Westvaco
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EXHIBIT 6

SELECTED QUOTATIONS ON
RAILROAD LABOR PRODUCTIVITY

(1) "Excessive crew sizes and other limitations on work that can be
performed by individual crews inflate the cost of operating trains.
Management's national response is to operate fewer and larger
trains and to construct automated yards. The reduction in train
frequency causes a deterioration in the speed and reliability of
delivery and lowers freight car utilization.”

(2) "It is widely felt that a mutually agreed solution to the work rules
problems described above is one of the two or three most important
opportunities before the railroads. It is extremely difficult to
put a dollar figure on these problems, but the cost equivalent of
restrictive work rules in terms of lost efficiency is estimated to
be on the order of $500 million to $1 billion per year. This is
not to imply that labor would be asked to take a loss of $500
million to $1 billion in wages -- or any loss at all -- if restrictive
work rules were negotiated away."

Source of (1) and (2):

November, 1973 Final Report of the Task Zone on Railroad
Productivity to the National Commission on Productivity and
the Council of Economic Advisors.

(3) "Management and labor unions have had difficulties in agreeing on an
appropriate sharing of the labor productivity gains that have
resulted from technological innovation, merger, route abandonments,
and reorganization of work. In general, labor unions have been put
in the position of standing on job definitions known as work rules
to protect work from uncompensated loss of jobs. By inflating the
perceived cost of labor, these work rules have induced management
to minimize the use of labor whenever possible; for example, by
substituting capital and purchased labor services for hired labor
and by reducing train frequency to such a point that competitive,
long-~haul traffic is lost to trucking."”

Source: "Railroad Revitalization and Regulatory Reform"
produced in 1977 by the American Enterprise Institute
for Public Policy Research in Washington, D. C.
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EXHIBIT 6 - Continued

(4) "Incentives for work rule reform did not develop as part of the recent
legislative programs. Work rules disputes, in fact, thwrated the
implementation of the USRA's Final System Plan and resulted in a monopoly
situation for ConRail in some major markets. Further, ConRail is faced
with negotiating work rule changes to achieve the full benefits of
reorganization and rehabilitation that may well turn out to be essential
to ConRail's survival as a private enterprise. The planning for
reorganization of the bankrupt Northeast Railroads carefully excluded
work rule modernization from the scope of its Final System Plan. Planning
mandated by the RRRR Act also excludes this area."

(5) "If this historic labor-management lag is not eliminated, the approach
that has been launched by recent legislation may very well fail to
_achieve its goals. The results would likely include a transportation
system where the role of railroads is drastically different from the one
envisioned by the present plan.”

Source of (4) and (5):

Chapter VII of "Natiomal Transportation Trends and Choices to
the Year 2000" issued by DOT in January, 1977.
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Senator McGoverN. Mr. Grotz, I have just a few questions for you
that I wanted to get into before I yield to my colleagues.

In your testimony, you refer to the need to establish a national trans-
portation policy, and a unified transportation budget. You would not
deal with the railroad people in a vacuum, but as part of an overall
transportation policy, involving all modes of transportation. )

Generally speaking, what essential changes in the treatment of rail-
roads do you think should be produced by a national transportation
policy that you refer to? Can you just give us a summary of what you
regard as the most compelling need we should keep in mind as we
attempt to approach the railroad industry as part of a unified system ?

Mr. Grorz. Briefly, the decline of the prosperity of the railroads
started about 1920. The Congress at that time was aware that there
were serious problems in the return of railroad from Government in a
wartime operation back to handling.

Efforts were made at that time to deal with the thing, with these
problems, globally. The Interstate Commerce Commission was directed
to take action to restructure the railroads in a limited number of sys-
tems; but about the same time the motor carriers came of age, and for
a period of approximately 15 years, grew more or less at random until
the passage of the Motor (z:arriers Actin 1935.

Meanwhile, the developments were occuring in other modes of trans-
portation, notably the development of extremely powerful vessels for
moving large barges on the Inland Waterway.

Congress generously made available for the motor carriers and for
the water carriers enormous amounts of money accumulated to improve
transportation, but not as a part of a model concept of what the
national objective in transportation should be.

They dealt separate and sort of on an ad hoc basis on the need for
highways, the need for improved waterways,

The point I am making is, in this development, the position of the
railroad industry, its ability to earn a reasonable return on its invest-
ment so it could attract funds with which to maintain and operate its
property, to expand its railcar fleet, was seriously hurt by the aid which
was being made available under the Government appropriations for
other forms of transportation.

So I feel it is not too late to correct this, to examine the future needs
of the United States, to say, what kinds of transportation systems
should we have in the year 2000, in the year 2050 ¢

What are we really expecting to have at that time in light of the
energy resources, in the light of evolving technology ? Will we need a
sixth way of transportation like the railroads, or will we need a flexible
means of transportation like a motor vehicle which can run in any
direction without regard to a fixed way, somewhat more expensive, but
perhaps the flexibility is desirable.

I have no particular claim that the railroads should remain here. I
feel that what should be examined are the future needs of the United
States. I believe that you will find that a railroad network is of the
utmost necessity.

But I believe that that is up to the planners, and up to the Congress.
But my point is that there should be a unifying of the Federal ex-
penditures, regardless of the fact that this may cause some erratic
practices.
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But to make sense in the long run, and to preserve the railroads, if
that is what you intend to do, I feel that it is necessary to have a uni-
fied policy.

Senator McGovern. Thank you very much.

Mr. Worth, you contend that the key to poor rail serviceis inefficiency
of labor productivity.

Specifically, what work rule changes are needed in your judgment
to achieve better productivity in the rail service ¢

Mr. Worrs. I would like to reply by giving you a list of work rule
changes that are needed. The list I will give you is not in any priority.
These are just selected at random.

As I understand it, throughout the Nation there is a “crew consist”
requirement that normally includes an engineer, conductor and two
trainmen on every train. There are some exceptions, but that is the
general rule. There is a wealth of literature available, and many per-
sonal discussions I have had with railroad operating people indicate
that trains can be run with one, two, three, sometimes maybe four men
and sometimes five are needed.

But in any event, the minimum requirement forces unproductivity.

There is the so-called 100-mile day under which people are compen-
sated for either 100 miles or 8 hours, whichever occurs first. This quite
%)ften results in employees working 2, 3, 4, 5 hours, and being paid

or 8.

There are shop craft rules that prevent, for example, a mechanic
from doing an clectrical job related to his task. There are other distine-
tions that, for example, prohibit a car inspector from using a sledge
hammer to straighten a bent rung of a defective ladder.

Those kinds of shop craft rules create unproductivity.

There are minimum manning requirements for clerical employees
which inflate the number of people needed to get the work done.

There are work rules that relate to maintenance-of-way work which
determine how many miles from home base a particular crew can be
dispatched.

There are work rules that cstablish distinctions as to what kind of
service can be done by road crews as contrasted to yard crews, each of
whom might be very near the site of a needed job, but other crews
must be brought in because of these requirements.

There are bases of pay so that the number of engines used to pull a
train determines the wage scale of the employees. It makes little differ-
ence whether the engineer is controlling the throttle of one engine or
four or five acting in a slave kind of arrangement.

There is a rule that freight trains must have a caboose although that
equipment serves no purpose with today’s technology. .

I might give you an idea of the impact of these and related rules,
but I grabbed the wrong file in my office. I would like to refer you and
your staff to a report that is issued monthly by the Interstate Com-
merce Commission Bureau of Accounts, “Wage Statistics of Class One
Railroads in the United States. No. 300.” I have here a report for an
old month, and just multiplying these figures by 12, will give you
some idea of annual magnitude, which is all T am trying to do. This
report shows the time actually worked and then the time actually
paid for for various categories of railroad employees. For mainte-
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nance-of-way and structures people, the number of hours paid for in ,
excess of the time actually worked is in the magnitude of 24 million
hours a year. For transportation people, being the train and engine
service people, the number of hours actually paid for exceeds the time
actually worked by 112 million hours a year. For other transportation
people, which would include dispatchers, clerks, laborers, a whole
large category of people, is of the magnitude of a million hours a
year; and for all three of these categories of employees, the number
of excess miles paid for versus those actually run is of the magnitude
of 21.5 million miles a year, which is about 16.5 percent of the total.
. This is what I mean when I speak of labor unproductivity, and the
need for the people that are involved to sit across the table from each
other and work out improvements that will change the course of the
current system.

Senator McGovern. Thank you for your testimony, Mr. Worth.

Senator Sparkman, do you have questions?

Senator Sparkman. Well, I was thinking of this: You mentioned
those difficulties and those things that you described as irregular from
the way it ought to be done. What are you doing to cure those things?

Mr. Worth. Senator, in my belief, the only way they can be cured
1s through a process of education and enlightenment of the railroad
labor people, that they come to recognize that the time is here for
change. Until they come to that level of understanding, there isn’t go-
ing to be a reversal, and it has to come by education, by impartial
studies that are presented to working men for their understanding and
enlightenment, and for them to come to realize that there should be no
impairment to their earnings, but they should work full days, that
there should be no minimum requirements and job—creating require-
ments which inflate the cost of rail service to the point that 1t becomes
unusable to the public.

This will only come through their coming to realize that their own
self-interest lies in that direction.

Senator SpaREMaN. What puzzles me is how are you going to get
- them to come to that realization ?

Mr. Worrs. Our little group has tried.

Senator SPAREMaN. What? .

Mr. Worts. Our little ad hoc group I have described here has tried.
That effort is like the tip of an iceberg. A way must be found to reach
every working man on the railroads by seminars, by discussion, by
development of facts, by studies by impartial people, and by the Gov-
ernment perhaps financing experimentation to improve productivity.
This is a process of education, starting from square No. 1 that is
needed, Senator. .

Somehow or other we have got to find a way to persuade people that
protecting what they now have is deadly, and there must be some
new level of negotiation and agreement.

Senator SparEMAN. I don’t know what it would be:

T appreciate your presentation.

Mr. WortH. Senator, let me try once more to be even more specific.

It would seem possible for impartial studies of the impact of these
work rules to be made so that the man working for a railroad could
understand that if the current level of unproductivity continues, he
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isn’t going to be working for a railroad. Somehow or other, there is an
automatic belief that seems to pervade the system that ultimately—
no matter what else happens—there lies some sort of government na-
tionalization which will protect what labor now has. That idea must
be dispelled by a process of education so railroad people understand
that, even though the railroads were nationalizeg, people like me
can’t use them so long as their services are forced to levels that are
unattractive and impossible to live with. That is the process that I hope
you can come to understand and encourage.

Senator McGovern. Thank you. -

Congressman Brown.

Representative Brown of Ohio. Gentlemen, did we take the wrong
turn when we established ConRail? Should we, instead, have put the
Federal dollars into the maintenance-of-way and then let the various
companies run where they wanted to run? That is, could those lines
that are efficient provide the cars when they are needed and provide
on-time pickup and delivery service and do it at a reasonable price—-
compete among themselves—and keep the Federal Government out of
the operation of actually running the engines and the cars?

Mr. WorTH. Senator, that is a big question.

Let me respond to a piece of it. Was a mistake made in creating
ConRail ?

I think a mistake was made in that productivity was not addressed.
It was carefully side-stepped and avoided in all the enabling legisla-
tion. The end result was that all of the nonproductivity built into the
former work rules and customs and traditions of Penn Central and
the other bankrupts was just built into and was made part of ConRail;
and all of these things are gnawing away every day at the possibility
of ConRail ever succeeding ; and that was a mistake.

Representative Browx of Ohio. But you really didn’t address my
question. Mine was a conceptual question, whether Government would
be better off operating the railroads somewhat as it addresses the
problem of water transportation and the highways.

Mr. Grotz, do you want to try that question ?

Mr. Grorz. Well, as to the operation of a number of railroads over
a particular set of tracks, let’s take the 17,000 miles in ConRail as
an example. If we were to permit anyone who wanted to engage in
railroad operation over those tracks to get a certificate of convenience
and necessity to do so, you would get enormous operating problems
which are not present in highways.

The very nature of the fixed track means that you can’t just cut
out and go around the truck ahead of you or take a side road to avoid
a bottleneck. The very nature of fixed track requires unified operation
to make sense. '

It might be possible to do on a larger scale what is called granting
trackage rights, under which a railroad that owns the track, or is
the major occupier of the track provides the dispatching for trains
that come through from other railroads. But there must be cen-
tralized authority over the operations on that railroad.

To some extent, the Delaware and Hudson has trackage rights in
the ConRail setup, so that the use of trackage rights was recognized
there. But if you visualize more extensive scramble for operations
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of particular railroads, some thinking that they can profitably get
into a new market, may try it, and then 2 or 3 years later say, “That
isn’t working out. We want to pull that service out,” or, “We want
to beef up that service.” .

That kind of operation flexibility, so common on the highways, is
impossibl8 on a railroad.

Representative Browx of Ohio. Well, it occurs to me that we have
a pattern that is similar between barge lines, highways, and air-
ways. The Federal Government is in the business of maintaining the
right-of-way for the system, and then the private lines maintain the
service within it. The GGovernment maintains the safety radio systems,
and the air traflic controllers provide the service at airports and along
the airways.

Yet, we are doing something entirely different with the railroads,
and I am wondering if our organizational structure of the railroads
was at fault from the beginning, or perhaps it is just that the rail-
roads are passé.

I don’t think any of those other systems have the cost of destruc-
tive accidents that the railroads have. Would that be a fair statement?

Mr. Grorz. I don’t have any numbers, so I can’t say whether that
is a fair statement or not, obviously; an airplane wreck may be far
more costly. They don’t occur very frequently, but could be far more
costly than a railroad wreck.

Representative Brow~ of Ohio. Let me try it from a different stand-
point. I don’t think that any of the other systems are as unpredictable
or have the constraints of the system bottleneck that railroads have.

“What I am getting at is this: The speed of an airplane is sometimes
slowed up by a traffic controller situation in a community or a weather
situation. The barge line may get tied up at a lock or some location so
that it has to get in line to go through because of the nature of the
traffic in that area.

But the railroads seem to have hundreds and hundreds of miles in
which the capacity, the speed of the train is limited by the capacity of
the track, and, therefore, the efficiency of the system is adversely af-
fected. At least that is true in the East, where ConRail operates, and
one of the reasons for the establishment of ConRail was to obtain more
efficient maintenance-of-way.

But we don’t seem to be catching up or keeping up in terms of main-
tenance-of-way. The result is that we have never been successful in
establishing the kind of passenger service in many communities that
the Amtrak undertaking was supposed to accomplish, and, if Amtrak
trains can’t run on the track at any reasonable speed, I am sure that
heavier freight trains cannot run on the track at an efficient speed.

So, aren’t we on the wrong track?

Mr. Grotz. If I may reply, the capacity of a railroad track is very
much higher than most people believe. It 1s a fact that we have a lot of
railroad capacity in the tracks which is greatly underutilized.

Representative BRow~ of Ohio. You are talking about the volume of
equipment that can move over it.

Mr. Grorz. The frequency of trains and so on.

- Representative Brown of Ohio. Provided the track is maintained
in a condition that a heavy train can go over it. If it isn’t maintained
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in that condition, doesn’t it mean all the trains that go over it, even
if there isn’t much space between trains, have to go over it slowly lest
they wind up in the ditch ?

Mr. Grorz. Yes; the Federal Railroad Administration imposes limi-
tations on the speed at which you can operate over tracks that are not
fully maintained.

Representative Brow~ of Ohio. Does anybody have any statistics on
how much trackage there is in the ConRail system, just to pick one that
we should know something about? I think the question is probably
not going to be answered, however. But we do know how much of that
trackage is less than adequately maintained so that its use is limited.
" Mr. Grorz. I don’t have that figure now. In other words, that would
be a question of how many miles of slow orders do they have on their,
say, 17,000 miles of track. How many miles of that is subject to slow
orders? I don’t know.

Representative Brown of Ohio. Do you know, Mr. Worth ¢

Mr. WortH. I don’t have the data, but you can get it in an instant by
contacting the Federal Railroad

Representative Browx of Ohio. I have never gotten anything in an
instant by contacting them. :

Mr. Worrs. Maybe I shouldn’t have said instantly; but the data is
available.

Representative Brow~ of Ohio. If you didn’t have modern high-
ways, if you were still operating on mud roads or gravel roads all
around the country, if you didn’t have the Interstate Highway System
that had the capacity to carry these giant trucks that we have, you
wouldn’t have an efficient trucking system.

If you didn’t have the locks and dams that maintain the waterway,
you wouldn’t have an efficient waterway system, and yet we are trying
to build a rail system by changing the 100 mile, 8-hour day to 150
miles. Yet a train frequently cannot go that 100 miles in the day be-
cause it has to go 5 miles an hour over track that is about to splay out
and dump the new cars in the ditch beside the rail line.

Mr. WortH. Let me try to help, Congressman Brown, and I am
trying to be constructive here.

We are talking about apples and oranges. There are in the United
States a very small number of airports. I don’t know what the number
1s, but I think it is 600. Most of those are

Representative Brown of Qhio. We have 84 airports in Ohio; and
I would venture to say 600 is a little low.

Mr. WorrH. It is some number like that. It is a small number of air-
ports on which a lot of control is exerted.

The other extreme is the highway system, which serves hundreds of
thousands of communities, with few controls. There are minimum con-
trols. The two systems function because one requires a great deal of
control and the other requires none.

Now, railroad transportation is somewhere in the middle, and his-
torically there was an attempt made——

Representative Brown of Ohio. T would put railroad transportation
somewhat in the same range because they are both fixed systems.
Barges do not run up the creek to get to the little factory. The barge




189

line carries only along main routes where you already have a river
improved by the lock and dam systems. Isn’t that right?

Mr. WorTa. True. Now, there was a time in history

Representative Brown of Ohio. But it has been a growing system.

Mr. WortHa. Right. There was a time in history when the Federal
Government proposed to provide the rights-of-way of railroads, and
the individual roads would use the tracks. :

Representative Brow~.of Ohio. You mean there is nothing new
under the Sun?

Mr. Worta. This is not new. It failed quickly because of making it
work mechanically. '

Representative Broww of Ohio. Did we ever doit?

Mr. WortH. There was a time in the early days of the railroads, in
the days of the land grants, when the Government planned to do what
I am describing. The process was changed to where the railroads were
given land on which they could build and operate their own railroads.
Let me continue for just a moment.

Representative Brown of Ohio. Let me say that I think that is an
unfair comparison, because the reason you gave the land grants, and I
think it 1s fairly common knowledge, is because you wanted to develop
the territory. You wanted people to move out there. You wanted to
have the opportunity to get their grain back to the eastern markets
and to be able to send it to where the people could use the crops that you
were growing.

Mr. WortH. Congressman Brown, the land grants were a second al- -
ternative. The first alternative was for the Federal Government to
build the tracks on which people would run their carts and trains.

Representative Brow~ of Ohio. You say it failed, but it wasn’t ever
really tried, was it ?

Mr. Worta. Well, T haven’t got all the history books in my head,
but it didn’t proceed.

Representative Browx of Ohio. Go ahead.

Mr. WortH. You mentioned that restrictive speeds on tracks are a
major problem, and they are, and that problem can be dealt with only
by restoring some measure of profitability in the railroad business to
where the work will be done in logical, businesslike systems and pro-
cedures. That will only happen when the things that I described in my
testimony begin to occur, and that is the area to which attention
should be directed.

Representative Brow~ of Ohio. Well, it seems to me that argument,
with all due respect, puts the cart beforé the horse. In other words, it
says that what you need is a push svstem rather than a pull system,
and T just have to tell you that I think you are not going to get it, given
the kind of government we have. What we do is spend money a lot
easier than we tell people that their cushy job is coing to be cut out.
Maybe Mussolini could do it in Italy, but you will not do it here sim-
plv because it isn’t the way the system works.

People that have got a nice, easy job are going te keep a nice, easy
job until the economy simply puts them out of business altogether. If
we want the railroads, it is my belief that you have to do something
about the railroad rights-of-way. :
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ConRail was the first step that got us through that very painful
process of eliminating a lot of unproductive trackage, and maybe kept
soma unproductive trackage. But after that, we haven’t kept up with
the trackage that is left, and it seems to me that if ConRail could have
the track on which to operate and not make a success, then the argument
that you have to have is either to break the railroad unions, and that
would be a very painful process, or use totally automated systems, and
so forth, or abandon the whole system, because it isn’t going to work.

Now, let me go back to a fundamental question that maybe you can
answer. -

Does the mechanical system of the railroad, that is, two tracks, their
size, the wheels on the train, the whole business, provide the most effi-
cient method of moving a car on a fixed track that is available to us—
the most efficient mechanical method ?

Would we be better off with a monorail system ? Would we be better
off with some other kind of mechanical system ?

I would like to rethink the whole railroad process, frankly, because
I think everybody is trying to hold onto something that was done in
1840 in a 1980 world. ‘

Does anybody know anything about mechanics?

Mr. Grotz. I am inclined to think that we can look to the rest of the
world which is thinking about this problem, too, and perhaps thinking
further ahead than we. Perhaps the construction of a new Trans-Si-

-berian Railroad at the cost of several billion dollars is an evidence of
- some long-range thinking on the part of the Soviet Union.

Representative Browx of Ohio. T doubt it.

Mr. Grorz. Perhaps it is the kind of thing which the State of Alaska
1s now beginning to get enthusiastic about—building an 1,100-mile
railroad into Canada to connect with the Canadian railroads.

There is some basis for believing that the fixed rail, and incidentally
‘the two-rail system has been demonstrated over many years—they
have been experimenting with monorails and they have never come
up with a convincing demonstration that a monorail is an effective
means of transportation.

Representative Brown of Ohio. OK. That is an answer to my ques-
tion. ,

Mr. Grotz. The stability of two rails is definitely superior, and the
movement by railroad of a single vehicle is probably not any more
efficient than the movement of a single vehicle on the highways, but
the movement of an accumulation of vehicles, the movement of a train,
is demonstrably the most efficient way to move quantities of commodi-
ties. ‘

I think one of the developments of superior technology in the next
few years will be to accelerate the movement of cars so that the turn-
around time of freight cars is less than Mr. Worth suggested.

In other words, that we can improve the turnaround time of
cars—--

Representative, Brown of Ohio. What do you mean by that, Mr.
Grotz? Are you talking about the onloading and offloading of the
cars. or the movement of the car from point A to point B?

Mr. Grorz. The movement of the car from the shipper’s dock. We
can’t control the time it takes to unload and load at the shipper’s dock
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but I think we can improve the utilization of the cars, and I think this
is receiving intensive study by the Association of American Railroads.

Representative Browx of Ohio. Well, how are you going to do that
when the state of the trackage means you can’t drive the train over
it more than 5 miles an hour?

Mr. Grorz. By more effective policing of the car fleet. I think this is
happening and will continue to improve. Getting the cars over the
track, even if there are some places with 5-mile-an-hour slow orders,
and there aren’t too many of those, the transit time is not the big factor.
The big factor in car utilization is really the delay at terminals.

Therefore, there is a desire on the part of the railroad industry to run
more frequent trains, but in order to do that you get into this question
of, if we run more frequent trains, can we afford to do it with four- or
five-man crews, or should we definitely plan to run it with two-man -
c;‘ewi, or three-man crews, but get the stuff over the railroad expedi-
tiously.

I think we are coming to that. I think there will be sensible talks, in-
creasingly sensible talks, between management and labor on this ques-
tion and this matter.

Mr. Worra. Congressman Brown, if you would ask your staff to
secure a document called, National Transportation Trends and Choices
to the Year 2000, that was issued by the Department of Transportation
on January 19, 1977, and review chapter 7, there is a great deal of sta-
tistical information about the kind of thing you are talking about.

The problem with railroad transportation isn’t nearly so much the
length of time that it takes a car to get from one terminal to another as
the delays at the terminals.

Now, if a way could be found for railroads to sufficiently reduce their
internal operating costs—— : :

Representative Brown of Ohio. Wait a minute. Let’s get away from
the operating cost thing for just a minute.

I know from your testimony that operating costs are a very great
concern of yours, and I follow that, too, as part of the problem; but
you mentioned the point and left it, and that was the problem at the
terminal. What is the problem at the terminal in offloading? Do we
not have the systems? You know, there are a lot of procedures that we
suddenly discover we are doing as hand labor that could be done
mechanically or by computers a lot more effectively.

Is there a method to unload train cars quicker than we now have?
Could you design the car differently ?

Mr. WorrH. Let me try again. That isn’t the place the problem is.

Representative Brown of Ohio. I thought it was.

Mr. Worra. The problem is in the many terminals through which
the freight cars must move. That is the problem, and it is a far bigger

roblem than delays at either origin or destination, or while the car
1s actually moving. That is a very complex subject that is dealt with
in considerable detail in the Department of Transportation publication
I just mentioned. It is quite adversely affected by the various labor
agreements that I referred to earlier. If von want. I can read chapter
7 aloud. It is a long chapter dealing with this subject in great detail.
There is a lot of information here on that very subject.

The point that I was trying to make to you, and I seem to have
trouble stating it—Ilet me try once more.
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If labor productivity in railroads could be improved to the point
that operating costs would permit rate reductions today of the magni-
tude of 10 to 15 percent, something like that, it would become eco-
nomically possible for people to use the rail system as it now exists
with all 1ts infirmities, and 1t would be possible for railroads to create
the kind of internal profits so that the tracks would be improved, the

" work would be done, and so on, and so on, and on and on.

But, until that first step it taken, the process is doomed to the course
we are now charting.

Representative Brow~ of Ohio. Let me conclude my questioning,
and the Senator has been quite patient with me; I really don’t know
that much about the railroad industry. I am interested in it, because
when I was a kid, I got my worst licking for going down and watching

- the railroad switch through our little town. Now, we hardly have the
railroad going through that town. 1 am hardly there any more.

I know of an industry that had not changed in 300 years, the printing
industry, but it has changed very rapidly during my adult lifetime
from a hand labor type of business, where you pick up the individual
letters and put it into the stick and put it all together that way, to
where it is all now done photographically by machine. The industry
has exploded in that period of time. :

Now, many of the jobs that were formerly done in that industry no
longer exist. A linotype operator is a thing of the past. It is a much
more diverse industry, I grant, than the railroad industry, wheré there
are a few large companies that employ most of the people in that indus-
try. Perhaps it is much more flexible. In fact, the people who moved to
offset printing put the other people out of business, and the unions to
which they belonged, to some extent.

Now, the question is, is there a mechanical change in the railroad in-
dustry that could help modernize the industry; maintain the employ-
ment, but modify the method by which the employment is done, and
resolve the labor problem that way ?

Without that, 1 think your prediction that we will all watch the rail-
road industry and its job opportunities quietly fade from the American
scene is probably accurate. It will be like the cowboy. It will be like
the romantic era, but when World War III somes, we won’t have it to
help deal with the problem.

Mr. WorTH. It is true there have been limited technological changes
in the railroad industry in your lifetime and mine. There have been
some, the automated humpyard for one, and communications sytems
1mprovement.

What is needed is a great deal more money spent on research and de-
velopment. There is a very limited amount of money spent in that re-
gard today to develop new technology for moving freight by rail.
People don’t know a better way now. Perhaps it could be found. Con-
gress should encourage the research and development fund increases
sought by the Department of Transportation.

Representative BRow~ of Ohio. Thank you, Senator.

Senator McGovern. Gentlemen, both Congressman Brown and Sen-
ator Sparkman have expressed what I think is the prevailing skepti-
cism about how you get at this problem of changing the productivity
and changing the work rules and so on.
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Mr. Grotz, in your testimony you referred to the fact that maybe one
way to do it is through giving workers a greater share of industry sav-
ings. But since rail workers are already among the highest paid in the
work force, why do they need additional incentives to 1mprove
productivity ?

Mr. Grorz. I feel that if you want their cooperation, if their coopera-
tion is regarded as important, and I assume the alternative is facing a
showdown in a massive strike, you have got to deal with the fact that
the labor is organized, that it is, therefore, under some compulsion to
ask for more, and I know of no way of avoiding that kind of confron-
tation if you want to change basic labor rules of the sort that have been
described here.

I think you have to say, “Let’s sit down together and see if we can’t
work it out so that we will both get something.”

Representative BRow~ of Ohio. Senator, would you yield ?

I have a question on that.

Are railroad workers among the highest paid in the transportation
industry ? ‘ .

Mr. Worta. Industry in general.

Representative Brown of Ohio. I think the airline pilots.

Mr. WorrH. T have statistics.

Representative Brow~ of Ohio. T think that would be good to have in
the record

Senator McGoverN. Yes. If there is a presumption that the rail
workers are at the top of the industrial pay scale—I don’t know
whether that is true or not. ,

Mr. Worta. I have factual data put out by the Transportation
Association of America, and I will be glad to supply that for the
record. ) :

Senator McGovery. Without objection.

[Tge] following information was subsequently supplied for the
record :

AVERAGE ANNUAL EARNINGS AND TOTAL COMPENSATION PER FULL-TIME EMPLOYEES

19751 19761 1977
(a)2 ()2 - (a)? (b3 (a)? (b)?

Transportation_._____________..____.___________ 13,596 15,993 14,825 17,552 15,999 19, 062
Railroads 15, 363 18,694 17,128 20, 922 18,530 22, 864

Lacal and intercity bus_
Trucking and warehous
Water_._

Air (comr 17,084 20,484 18,452 22,313 24, 404
0Oil pipeline._. X 19,412 17,833 20,833 19,444

Allied services__ 11,233 12,767 11,935 13,638 12,453 14, 300
Manufacturing..___ _ 11,903 14,180 12,838 15,443 13,892 16, 834

Communications. ... ..............
Electric, gas, and sanitary services___

14056 17,175 15467 19,055 16,743 20,787

Finance, insurance, and real estate.. .._......_... 10,619 12,489 11,480 13,535 12,260 14,605
Allindustry total____ ... 10.835 12,519 11,602 13,514 12,372 14,507
1 Revised.

2 (a) Average annual earnings.
3 (b) Average total annual value of tal benefits.

f?\ourcg&: From the Quarterly supplement—January 1979, **Transportation, Facts & Trends,”” Transportation Association
of America,

g .
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Mr. Worra. This is a tabulation of average annual earnings and
total compensation per full-time employee, and the latest data are
for 1976. :

For railroads, it shows the figure $17,180. The only higher paid
labor is air common carrier employees, $18,484, and oil pipeline
employees, $18,000. '

Now, all the rest are lower numbers, and T will read the categories:
Trucking and warehousing, water—as part of the transportation in-
dustry—manufacturing, communications, electric, gas, sanitary
services, finance, insurance, and real estate, and the average for all
industry is $11,623. . ’

Senator McGovern. Let me ask this question, Mr. Worth: Are part
of the productivity problems in your judgment the result of the
management structure, particularly with reference to ConRail? In
other words, is some of this problem built into the structure of the
ConRail management ?

I would like to have either you or Mr. Grotz reply to that.

Mr. Worts. As I understand it now, all of the subject of rail labor
productivity was entirely sidestepped and avoided in the legislation
that created ConRail. It was not dealt with. So that ConRail began
operations with all this conglomerate of rules and regulations from
the six bankrupts, and, as I understand it, no substantive changes
have been made, and all of these leaks still are dragging ConRail
down today.

I would like to give you and Senator Sparkman and Congressman
Brown an idea.

If T were ever to be hired by the railroad unions to represent them,
and this will never happen, but if I ever was, I would sit down with
my counterpart from the railroads across the table and say something
like this: “We are prepared to make a bargain with you under which
the number of railroad employees is to be increased over the years
at some rate, like 5 percent. The compensation of our people is to at
least stay even with the inflation and perhaps be improved for the
next period ahead. In return for your assurance on that part, we will
agree to let you run your business.”

From that kind of discussion will come the answers. But that
kind of discussion cannot occur in the present atmospheres and intran-
sigencies. They have to be overcome.

Senator McGovern. Let me turn to another matter.

We had passing reference to it in Mr. Grotz’s testimony I believe,
that the possibility of Government ownership of railway rights-of-
way, and Congressman Brown speaking of the Government assisting
in the maintenance of way.

Are there any circumstances where you could see that the Gov-
ernment should take over railway rights-of-way?

Mr. Grotz. I don’t see any situations where the Government should
take over the rights-of-way. I believe there has been some considerable
expression in New England that they would like to see that happen,
that there will be a study shortly. as noted in the press, a study
between the New Fngland Regional Council, I guess it is called, and
shared in by the Federal Railroad Administration, to look into the
whole problem of New England railroads, and as part of that there
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will be a consideration in this study of the advantages and disad-
vantages of Government ownership of rights-of-way.

Senator McGoverN. What was the experience during the World
War I period ? Was that a successful operation ?

Mr. Grotz. No. The Director General took railroads which were op-
erating profitably and by reason of the necessities of the war and of
employment practices, greatly built up the payroll. The payroll of the
railroads considerably expanded during government operation, so
that, if my memory is correct, there were something like 2.2 million
pf%ople working for the railroads at the time the Director General left
office.

The result was that the railroads operated at a very large deficit.
Moreover, there developed on the railroad properties a very consider-
able amount of deferred maintenance during World War I, during
Federal oneration, so that that one experience with Federal operation
has probably colored our viewpoint ever since. The railroads were re-
tﬁ_rned to private ownership and have operated since in private owner-
ship. .

Now, there is, as I said in my direct testimony, there is a possibility
that at some time in the future the Federal Government may be the
owner of rights-of-way, of one or more railroads, and I see no particu-
lar problem about this, except that I feel that in doing so the Federal
Government should not involve itself either in the operations or in

this question of entry. That is, in saying, “We own it now, and we will
* let anybody who wants to come in and serve the communities along
this stretch of track do so.”

I feel the entry problem is a very difficult one, and one that I would
certainly object to. I feel that the ownership by Government of rights-
of-way, leased back to the company from which they were bought—in
other words, a sale and leaseback sort of arrangement—could be
worked out.

But I sincerely hope that it will never involve the Federal Govern-
ment in the actual operation of the trains. :

Senator McGovern. Mr. Worth.

Mr. WorTH. Senator, all, or substantially all, of the work rules that
I have been discussing today came into being during that period of
government operation and control of the railroads in World War I,
and those work rules were designed very carefully to provide a moti-
vation for railroad employee efficiency” with the technology and the
operation of the railroads as thev then existed. It was probably one of
the most successful bits of business judgment that was ever accom-
plished. because these work rules, when they were instituted, freed up
the railroads to the point where the war economy and the military
movements occurred, and the freight got moved. It was an enormous
suceess.

Now, what has happened is that the whole technology has changed.
We don’t have steam-operated locomotives. We don’t have 100-mile
days. The whole world is different, but the rules remain, angd that is
what is dragging the railroads down.

What is needed is a new insight into work rules that will provide
the same excitement and push to be productive as existed during
World War I, during the Government control of the railroads.
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Senator McGovern. I think I will ask a question on an entirely
different matter now. It may not be one you are prepared to comment
on today. .

I think you gentlemen are aware that on Friday we had some new
inflation information released by the Commerce Department showing
that we are back in double-digit inflation, 10.1 percent. I noted that
one of the itéms that leads the way in the inflationary spiral is food. It
has gone up at an annual rate of some 17 percent. We have been doing
some work in our office with the Department of Agriculture in trying
to determine the factors that influence the inflationary spiral on food.
One thing that has come out is that about one-third of the $200 billion
‘that we are spending now annually in this country on food, about a
third of that cost is the transportation cost, getting the food from
where it is produced on the farm, finally in processed and packaged
form to the consnmer at the checkout counter.

Further, about half of that transportation cost is the rail costs.

The question I am asking is: Isn’t there strong implication in all of
this that, if we could develop a more efficient rail industry in this
country, it would be one thing we could do to attack the whole question
of inflation, especially as it relates to the movement of food ?

Mr. WorTH. You couldn’t be more accurate and right on the trail you
are pursuing.

May I impose on you? Would you look at exhibit 3 attached to my
statement ?

That lefthand line is intended to indicate in a graphic way how rail-
road rates have increased, let’s say 90-odd percent, or 85 percent, or
whatever the average is, from 1969 to today. That has had an impact
on food costs. There is no question about it, and truck freight rates,
which are equally involved in the cost of food, have gone up by a far
lesser amount. There is no question about the impact of these freight
rate increases on food costs.

Now, you ask what would happen if a way could be found to reduce
railroad freight rates. The whole world would change.

The impact of transportation on inflation is right here in this chart,
if it could be gotten out and dealt with.

Senator McGo